Chapter 1

Contents

Overview of Strategic Cost Management

Cost Management 7
Meaning, Phases, Benefits, Steps, Techniques

Costing of Product Characteristics or Attributes 3

Strategic Cost Management (SCM) 4
Meaning, Components

Role of Management Accountant in SCM 4
Strategic Total Cost Management 5

Strategic Cost Analysis 5

Cost Leadership Strategy 6

Cost Control and Cost Reduction : Meaning 7
Cost Control System 7

Cost Reduction System &

Types of Cost Management Programs &
Crash Programs, Planned Programs, Long-range Programs, Short-range Programs

Cost Control and Cost Reduction : Distinction 9
Precautions in Cost Management Programs 70

Value Engineering (VE) 70
Value of a Product, Meaning of VE, Steps in VE, Advantages, Impact on Profit

Phases of Value Engineering Job Plan 72

Value Analysis 72
Meaning, Methodology, Cost Reduction, Benefits, Value Analysis and Value Engineering:
Distinction, Scope for Cost Reduction at Product Design Stage

Operations Research (OR) In Cost Reduction 74
Meaning of OR, OR Techniques, Areas of Application

Business Process Reengineering (BPR) 74
Meaning, Steps, Pitfalls

Reverse Engineering 75

Cause-Effect Diagram 76
Meaning, Applications, When to Use

Failure Mode and Effects Analysis (FMEA) 77
Meaning, When to Use

Function Analysis System Technique (FAST) 77

Simo-Chart 78
Types of Process Charts, Steps for Drawing Flow Diagram, Construction of Simo-Chart, Steps
for Construction of Simo-Chart, Improving Present Method

String Diagram 79

Flexible Manufacturing Systems 20
Meaning, Benefits

Parametric Cost Control 20
Meaning and Techniques used

Lot Sizing 20 c-11



C-12 Strategic Cost Management : Theory and Practice

Operations Management 20

Operations Strategy 27
Meaning, Strategy Decisions, Characteristics

Control System 27
System, Control System, Kinds of Control Systems, Basic Elements of Control System,
Problems in Designing Control System

Management Control System (MCS) 23
Definition and Meaning of MCS, Characteristics of a Sound MCS, Steps in MCS

Feed Back Control System 24
Basic Components and Basic Principles

Strategic Control 25
Meaning, Management Control and Operational Control : Distinction
Theory Questions 26

Chapter 2 Cost Concepts for Decision Making

Cost, Expense and Loss: Meaning 28
Cost, Expense, Loss

Cost Classification 28
Meaning of Cost Classification, Categories of Cost

Classification of Costs for Decision-Making 29

Marginal Cost, Differential Cost, Opportunity Cost, Relevant Cost, Sunk Cost, Replacement
Cost, Normal Cost, Abnormal Cost, Avoidable Cost, Unavoidable Cost, Pre-production Cost,
Product Cost, Period Cost, Traceable Cost, Common Cost, Controllable Cost, Uncontrollable
Cost, Short-run Cost, Long-run Cost, Past Cost, Future Cost, Explicit Cost, Implicit Cost, Book
Cost, Shutdown Cost, Abandonment Cost, Urgent Cost, Postponable Cost, Conversion Cost,
Capitalized Cost

Classification of Costs Based on Variability 32
Variable Cost, Fixed Cost, Semi-variable Cost or Semi-fixed Cost

Other Categories of Cost 33
Stepped up Costs, Specific and Common Fixed Costs, Committed Fixed Cost, Discretionary
Fixed Cost, Engineered Cost, Managed Cost, Capacity Cost, Programed Cost

Levels of Variability of Costs 34
Importance of Behaviourwise Cost Classification 34

Methods of Splitting Semi-variable Costs 34
Industrial Engineering Method, Account Inspection Method, Scatter Graph Method, High and
Low Method, Regression Analysis

Theory Questions 39

Practical Problems 40

Chapter 3 Incremental, Relevant and Opportunity Cost Concepts

Incremental Costing 43

Incremental Cost and Incremental Costing : Meaning, Characteristics of Incremental Costing,
Decisions Using Incremental Costing, Uses of Incremental Cost Analysis, Marginal Costing and
Differential Costing : Distinction, Determination of Cost Indifference Point

Relevant Costing 48
Meaning of Relevant Costing, Features of Relevant Costs, Examples of Relevant Costs,
Analysis of Relevant Costs With other Cost Concepts

Opportunity Costing 57
Meaning of Opportunity Costing



Chapter 4

Chapter 5

Chapter 6

Contents C-13

Theory Questions 52

Practical Problems 53

Activity Based Cost System
Reasons for Emergence of ABC System 66

Activity Based Costing (ABC) : Meaning and Objectives 67
Meaning of ABC, Activity Based Cost System, Objectives of ABC

Steps in ABC System 68

Activity : Meaning and Categories 77
Meaning of Activity, Categories of Activity, Value Added and Non-value Added Activities :
Distinction

Cost Pools, Cost Drivers and Cost Objects 72
Cost Pools, Cost Drivers, Cost Object

Important Cost Pools and its Cost Drivers 72

Advantages and Limitations of ABC System 76
Advantages, Limitations

ABC System and Strategic Decision-Making 77

New Concepts in ABC 78
Activity Based Budgeting, Activity Based Management, Activity Based Accounting

Customer Costing 78
Meaning, Categories of Costs

Customer Profitability Analysis 79
Theory Questions 79
Practical Problems &7

Target Costing

Target Costing Concept 94
Introduction, Meaning, Basic Premises, Common Procedure, Major Components, Possibilities

Steps in Target Costing Approach 96
Benefits of Target Costing 96
Target Costing Methodology 97

Methods of Establishment of Target Cost 99
Subtraction Method, Addition Method, Integrated Method

Role of Management Accountant in Target Costing 700

Target Cost Management 700
Meaning, Features

Ascertainment of Total Target Cost 707
Cost Tables 707

Attributable Costing 707

Theory Questions 707

Practical Problems 702

Backflush Accounting and Resource Consumption Accounting

Backflush Accounting 777

Traditional Cost System, Just In Time Cost System, Backflush Accounting System, Backflush
Accounting : Benefits and Problems, Variants of Backflush Accounting, Inventory Valuation in
Backflush Accounting



C-14 strategic Cost Management : Theory and Practice

Resource Consumption Accounting (RCA) 775
Definition and Meaning of RCA, Methodology in Implementation of RCA, Advantages of RCA,
Difficulties in Implementation of RCA

Theory Questions 777

Practical Problems 777

Chapter 7 Throughput Accounting

Throughput Accounting (TA) : Meaning 720

Concepts in Throughput Accounting 720

Product Costing and Throughput Accounting : Distinction 727
Bottlenecks and Overhead Attribution 727

Problems of Throughput Accounting 722

Theory Questions 723

Practical Problems 723

Chapter 8 Breakeven and Volume-Cost-Profit Analysis

Breakeven (BE) Analysis : Meaning and Assumptions 729
Meaning of BE Analysis, Assumptions and Limitations of BE Analysis

Formulas used in Breakeven Analysis and Marginal Costing Chapters 730

Cash Breakeven and Indifference Analysis 732
Cash Breakeven, Indifference Point

Profit/Volume Ratio 732
Meaning, Improvement Measures, Limitations, Construction of PV Chart, PV Chart in Multiproduct
Situations

Margin of Safety (MOS) 733
Meaning, Formulas, Improvement Measures

Angle of Incidence (AOIl) 734
Relationship Among BEP, MOS and AOIl 734
Impact of Selling Price, Fixed Cost and Variable Cost on BEP 735

Cost-Volume-Profit (CVP) Analysis 735
Meaning, Assumptions, Procedure in CVP Analysis, Benefits of CVP Analysis

Curvilinear Breakeven Analysis 736
Theory Questions 737

Practical Problems 738

Chapter 9 Application of Marginal Costing Technique

Absorption Costing 757
Meaning, Advantages, Limitations

Marginal Cost and Marginal Costing : Meaning 758

Contribution 758
Meaning of Contribution, Contribution and Profit : Distinction

Features of Marginal Costing 758

Marginal Costing : Advantages and Limitations 759

Absorption Costing and Marginal Costing : Distinction 760
Absorption Costing and Marginal Costing : Impact on Profit 760



Chapter 10

Contents

Hypothetical Statements of Cost and Profit 767

Absorption Costing and Marginal Costing : Best Choice 762
Impact of Inflation on Holding of Large Inventories 762
Practical Applications of Marginal Costing 762

Key or Limiting Factor Analysis 763
Meaning, Examples, Analysis

Profit Planning 763
Meaning, Possible Ways

Selection of Suitable Product/Sales Mix 764

Make or Buy Decisions 764
Need for Buy, Situations

Introduction of a New Product and Diversification Decisions 764
Alternative use of Production Facilities 764
Maintaining Desired Level of Profit 765

Discontinuance of a Product 765
Purpose, Important Points, Guiding Principles

Accept Special Offer Below Domestic Price, Submission of A Tender 765
Market Expansion and Contraction 765

Fixation of Selling Price 766

Fixation of Selling Price below Variable Cost 766

Temporary Shutdown of Operations 767
Reasons for Shutdown, Examples of Shutdown Costs, Application of Technique, Shutdown Point

Marginal Costing and Differential Costing : Distinction 767
Theory Questions 768
Practical Problems 769

Cost Control Through Standard Costing
Historical Costing 208
Meaning, Limitations, Emergence of Standard Costing

Standard Cost and Standard Costing 209
Standard, Standard Cost, Standard Costing, Suitability, Features, Objectives

Types of Standards 270
Current Standard, Ideal Standard, Expected Standard, Basic Standard, Normal Standard

Setting of Standards 277
Production Standards, Cost Standards, Precautions, Considerations, Persons Involved

Standard Cost for Direct Material 272
Quantity of Materials, Price of Materials

Standard Cost for Direct Labour 272
Standard Labour Time, Labour Rate Standard

Standard Costs for Overheads 272

Standard Hour 273

Important Terminology in Standard Costing 273
Prerequisites for Establishing Standard Cost System 274
Standard Cost and Estimated Cost : Distinction 275
Setting of Standards During Inflation 275

Responsibility for Setting Standards 276

C-15



C-16 Strategic Cost Management : Theory and Practice

Standard Costing and Budgetary Control : Distinction 276

Standard Costing and Budgetary Control : Interrelation 277

Problems in Setting Standards 277

Advantages and Limitations of Standard Costing System 277
Reasons for Growing Importance of Overheads 278

Non-compatibility of Standard Costing with Activity Based Costing 279
Behavioural Considerations in Standard Costing 279

Meaning of Variance Analysis 279
Variance, Variance Accounting, Variance Analysis, Methodology, Causes of Variance, Classification
of Variances, Interpretation of Variances, Adverse/Favourable

Controllable and Uncontrollable Variances 227

Direct Material Variances 227
Direct Material Cost Variance, Direct Material Price Variance, Direct Material Usage Variance,
Direct Material Mix Variance, Direct Material Yield Variance

Direct Labour Variances 225

Direct Labour Cost Variance, Direct Labour Rate Variance, Direct Labour Efficiency Variance,
Direct Labour Mix Variance, Direct Labour Yield Variance, Direct Labour Idle Time Variance,
Direct Labour Net Efficiency Variance

Variable Production Overhead Variances 229
Variable Overhead Cost Variance, Variable Overhead Expenditure Variance, Variable Overhead
Efficiency Variance

Fixed Production Overhead Variances 237

Fixed Overhead Cost Variance, Fixed Overhead Expenditure Variance, Fixed Overhead Volume
Variance, Fixed Overhead Capacity Variance, Fixed Overhead Efficiency Variance, Fixed
Overhead Calendar Variance, Fixed Overhead Revised Capacity Variance.

Sales Value or Turnover Variances 235
Sales Value Variance, Sales Value Price Variance, Sales Value Volume Variance, Sales Value
Mix Variance, Sales Value Quantity Variance

Sales Margin or Profit Variances 237
Sales Margin Variance, Sales Margin Price Variance, Sales Margin Volume Variance, Sales
Margin Mix Variance, Sales Margin Quantity Variance

Market Size and Market Share Variances 239

Accounting Procedure for Standard Cost 240
Partial Plan, Single Plan, Dual Plan

Accounting Procedure Under Single Plan 240
Accounting Procedure, Examples, Journal Entries

Partial Plan and Single Plan : Comparison 247
Methods of Disposal of Variances 247

Revision of Standards and Revision of Variance 242
Interdependence Between Variances 242

Planning and Operational Variances 243
Investigation and Control of Variances 243

Techniques of Investigation of Variances 243
Heuristics, Trend Analysis, Statistical Control Charts, Decision Theory Approach (Game
Theory), Decision Tree Approach

Theory Questions 245

Practical Problems 245



Chapter 11

Contents

Cost Management with Setting Budgets

Budget 282
Meaning, Features

Budgetary Control 283
Meaning, Features and Objectives

Prerequisites for Sound Budgetary Control System 283
Forecast and Budget : Distinction 284

Budgeting : Advantages and Disadvantages 284

Steps in Budgeting Process 285

Principal Budget Factor 286

Budget Centre 286

Budget Period 286
Meaning, Length of Budget Period, Distinction from Control Period

Budget Committee 287
Meaning, Functions

Budget Controller 287
Meaning, Functions

Budget Manual 287
Meaning, Contents

Classification of Budgets 288

Based on Coverage, Based on Capacity, Based on Conditions, Based on Time, Other

Classification
Kinds of Budget 289

Sales Budget 289
Meaning, Factors Influencing

Production Budget 290
Meaning, Factors Influencing

Plant Utilization Budget 297

Direct Materials Usage Budget 297

Direct Materials Purchase Budget 292

Direct Labour Cost Budget 292

Manufacturing Overhead Budget 293
Administration Overhead Budget 294

Cost of Production, Ending Inventory and Cost of Goods Sold Budgets 294
Selling and Distribution Overhead Budget 295
Research and Development Expenses Budgets 296
Capital Expenditure Budget 296

Master Budget 296

Analysis of Cost Variances 296
Conventional Approach, Important Considerations, Limitations

Budgetary Control Ratios 297
Efficiency Ratio, Activity Ratio, Capacity Ratio, Calendar Ratio

Dangers of Single Budget System 297
Behavioural Aspects of Budgeting 298
Fixed Budget 298

Cc-17



C-18 Strategic Cost Management : Theory and Practice

Suitability, Merits, Demerits

Flexible Budget 299
Meaning, Assumptions, Steps, Suitability, Format of Flexible Budget, Fixed Budget and Flexible
Budget : Distinction, Merits, Demerits

Zero Base Budgeting (ZBB) 307
Meaning, Features, Traditional Budgeting and Zero Based Budgeting (ZBB) : Distinction,
Requisites for Implementation of ZBB, Merits, Demerits

Rolling Budget 303
Meaning, Merits, Demerits

Planning and Control Budgets 303
Meaning, Planning Budget and Control Budget : Distinction

Critical Planning Variables 304
Meaning, Components

Responsibility Budgeting 304

Program Budgeting 304
Meaning, Program Budgeting and Conventional Budgeting : Distinction, Advantages, Disadvantages

Performance Budgeting 305
Meaning, Prime Concepts, Prerequisites, Purposes, Performance Budgeting and Traditional
Budgeting : Distinction, Performance Budgeting and Program Budgeting : Distinction

Cash Budget 306

Meaning, Format of Cash Budget, Objectives, Points to be Considered in Preparation of Cash
Budget, Cash Flow Statement and Cash Flow Budget : Distinction, Cash Budget and Profit
and Loss Account : Distinction, Methods of Cash Budgeting

Theory Questions 309

Practical Problems 377

Chapter 12 Product Pricing : Methods and Strategies

Product Pricing : Objectives and Steps 338
Objectives of Product Pricing, Steps in Product Pricing Process

Factors Influencing Product Pricing Policy 339

Impact of Market and Cost on Product Pricing 340
Important Factors in Product Pricing, Impact of Market on Pricing, Impact of Cost on Pricing

Pitfalls and Limiting Factors in Product Pricing 347
Management Accountant’s Role in Price Fixation 347

Cost Plus Pricing Method 342
Meaning, Arguments in Favour of, Arguments Against

Marginal Cost Pricing Method 344
Meaning, Suitability, Arguments in Favour of, Arguments Against, Fixation of Price Below
Variable Cost : Situations

Target Rate of Return Pricing Method 345
Meaning, Demerits

Added Value Pricing Method 346
Incremental Cost Pricing Method 348
Standard Cost Pricing Method 349
Opportunity Cost Pricing Method 350

Administered Pricing Method 350
Meaning, Objectives, Demerits

Customary Pricing Method 357



Chapter 13

Contents

Going Rate Pricing Method 357
Sealed Bid Pricing Method 357

Skimming Pricing Strategy 352
Meaning, Suitability

Penetration Pricing Strategy 352
Meaning, Suitability

Price Discrimination 353
Meaning, Situations, Dangers, Possibilities

Loss Leader Pricing 354

Pricing Under Inflation 354
Market Situation, Pricing Strategy

Pricing During Recession 355

Pricing Strategy for Established Products 355
Market Situation, Market Strategy

Pricing by Service Sector 355
Target Pricing 355

Price Cutting 356
Meaning, Conditions for Success, Suitability

Product Life-cycle in Pricing Established Products 356
Pricing Strategies at Decline Phase 357

Symptoms of Competitive Degeneration 357
Symptoms, Reasons for Erosion of Distinctiveness

Experience Curve in Product Pricing 357
Theory Questions 358
Practical Problems 358

Responsibility Accounting and Divisional Profitability
Responsibility Accounting : Meaning and Basic Principles 387

Meaning, Basic Principles, Difficulties in Introducing Responsibility Accounting
Benefits and Limitations of Responsibility Accounting 382

Requirements for Setting up of Responsibility Accounting 382

Responsibility Report 383
Specimen Responsibility Report, Important Points in Preparation of Responsibility Report

Cost Centre 384
Meaning, Examples, Types of Cost Centre

Profit Centre 384
Meaning, Suitability, Advantages, Limitations, Profit Centre and Budget Centre : Distinction,
Profit Centre’s Performance Report

Investment Centre 386

Extent of Manager’s Control Over Responsibility Centre 386
Revenue Centre 386

Divisional Income Statement 387

Divisional Profitability : ROCE Method 388
Meaning, How to Compute ROCE? Benefits, Limitations

Divisional Profitability : Residual Income Method 390
Meaning, Advantages, Disadvantages, Residual Income Statement, ROCE and RI Methods :
Distinction, ROCE and RI Methods : Criticism

Cc-19



C-20 Strategic Cost Management : Theory and Practice

Theory Questions 393

Practical Problems 394

Chapter 14 Interdivisional Transfer Pricing

Transfer Pricing System 408
Meaning, Objectives, Criteria for Transfer Pricing System, Requisites of Sound Transfer Pricing
System, Benefits of Transfer Pricing Policy

Cost Based Transfer Pricing 470
Actual Cost of Production, Marginal Cost of Production, Full Cost, Full Cost Plus, Standard
Cost, Standard Cost plus Lump Sum, Advantages, Limitations

Market Based Transfer Pricing 470
Meaning, Difficulties in Identification of Market Price, Advantages, Limitations

Negotiated Transfer Pricing 477
Meaning, Principles, Limitations

Opportunity Cost Transfer Pricing 472
Meaning, Determination, Limitations

Dual Transfer Pricing 473

Transfer Pricing when Unit Variable Cost and Selling Price are not Constant 473
Fixation of Transfer Price by Prorating Overall Contribution 473

Transfer Pricing : A General Rule 474

General Conflicts in Fixation of Transfer Prices 474

Proposals for Resolving Transfer Pricing Conflicts 474

International Transfer Pricing 475
Meaning, Aspects of International Transfer Pricing, Objectives for International Transfer Pricing

Theory Questions 476
Practical Problems 477

Chapter 15 Management of Marketing and Distribution Cost
Marketing and Marketing Cost : Meaning <437

Reasons for Inaccuracy of Marketing Cost 438

Marketing Cost Analysis 438
Meaning, Benefits, Approaches

Production Cost and Marketing Cost : Distinction 438
Difficulties in Marketing Cost Analysis 439

Distribution Function 440
Meaning, Activities, Costs

Distribution Cost Analysis 440
Ratios used in Marketing and Distribution Cost Analysis 447
Ratios for Advertising and Market Share 442

Market Segmentation <442
Meaning, Basic Variables, Policy Options, Advantages, Segmental Contribution Statement

Physical Distribution Management (PDM) 444
Determination of Level of Service 445
Channel Decisions 445

Warehouse Decisions 445



Contents C-21

Transport Decisions 446

Cost of Granting Credit 447

Cost of a Salesman 447

Evaluation of Salesman’s Performance 448
Setting an Advertisement Budget 448
Methods of Setting Advertisement Budget

Cost Benefit Analysis of Advertising 449
Depot Numbers and Depot Location Decisions 450
Distribution Requirement Planning (DRP) 450
Maintenance of Safety Stock 450

Theory Questions 457

Chapter 16 Productivity Management
Meaning of Productivity 452
Measurement of Productivity 452
Misconceptions in Measuring Productivity 453
Ratios in Measuring Productivity 453
Productivity Index and Total Productivity Index 454
Productivity of Materials 454

Productivity of Labour 454
Meaning, Factors Influencing Labour Productivity, Measuring of Labour Productivity

Productivity of Capital 455

Productivity of Other Factors 455
Productivity of Management Resources 456
Productivity and Profitability : Distinction 456
Productivity and Value Added 456
Productivity and Quality 457

Productivity and Cost Effectiveness 457
Higher Productivity and Reduced Cost 457
Importance of Human Factor in Productive Drive 457
Productivity Objectives 457

Productivity Plan 458

Productivity Audit 458

Advantages of Higher Productivity 458
Causes of Low Productivity 459

Criticism on Productivity Concept 460

Total Productivity Management (TPM) 460

Performance Management 460
Meaning, Techniques

Performance Measurement Reports 467
To Sales Manager, To Works Manager

Theory Questions 467



C-22 Sstrategic Cost Management : Theory and Practice

Chapter 17 Capacity Management

Capacity : Meaning and Examples 463

Levels of Capacity 463
Maximum Capacity, Practical Capacity, Normal Capacity, Capacity Based on Sales Expectancy,
Actual Capacity Utilization, Idle Capacity, Excess Capacity

Normal Operating Capacity 465

Capacity Determination 465

Reliability Curve 465

Capacity Utilization 466

Idle Capacity Costs 466

Computation, Treatment

Peak Capacity and Effective Capacity 466

Need for Capacity Management 467

Capacity Planning 467

Long-term and Short-term Capacity Planning 468
Capacity Planning Techniques 468

Economies of Scale 469

Government Policy and Capacity Decisions 469
Relevant Range of Activity 470

Rectification of Imbalance of Production Facilities 470
Demand Stimulating Options 470

Adjustment of Capacity to Match Current Demand 477

Aggregate Planning 477
Meaning, Prerequisites, Trail and Error Process for Aggregate Planning

Aggregate Planning Strategies 472
Level Strategy, Chase Strategy

Management Coefficient Model 472
Buffer Management 472

VAT Analysis 472

Theory Questions 473

Practical Problems 473

Chapter 18 Employee Training, Relocation and Cost of Strike

Employee Training 475
Need for Employee Training, Training Cost Evaluation, Difficulties in Evaluation, Benefits of
Evaluation

Relocation of Factory and Employees 477
Labour Strike 487

Wage Incentive Schemes 484
Meaning, Objectives, Advantages, Limitations

Theory Questions 487

Practical Problems 488



Chapter 19

Chapter 20

Chapter 21

Contents

Pareto Analysis and Theory of Constraints

Pareto Analysis 570
Meaning, Usefulness, Practical Applications of Pareto Analysis

Theory of Constraints (TOC) 577
Meaning of TOC, Steps to Deal with Constraints, Key Measures of TOC, Methodology in
Implementation of TOC, TOC and Cost Accounting Procedures

Theory Questions 573
Practical Problems 573

Just In Time and Lean Manufacturing

Just In Time (JIT) Or Lean Manufacturing System 575
Steps in JIT/Lean Manufacturing 575

Basic Steps for Implementation of JIT/Lean Production 576
Features of JIT 576

Methodology in Implementation of JIT 577

Merits and Demerits of JIT 579

Role of JIT in Elimination of Waste 520

JIT and Impact on Profitability 520

JIT and Competitive Advantage 527

JIT and Overhead Costs 527

Synchronous Manufacturing 527

Implementation of PRAISE : Remedies 527

Theory Questions 522

Practical Problems 522

Quality Management : Systems and Techniques
Need for Quality Consciousness 524

Meaning of Quality 525

Factors considered in Quality 525

Classification of Quality Costs 525
Prevention Costs, Appraisal Costs, Costs of Internal Failure, Costs of External Failure, Costs
of Exceeding Requirements, Costs of Lost Opportunity

Optimization of Quality Costs 526

Quality Cost Reporting 527

Analysis of Quality Costs 528

Quality Costs : Comparison with an Iceberg 529

Impact of Quality on Cost, Price, Profit and Market Share 529

Important Terms in Quality Management 530
Quality Control, Quality Assurance, Total Quality Control, Statistical Quality Control, Statistical
Process Control, Quality Audit

Total Quality Management (TQM) 530
Meaning, Basic Principles, Key Features, Six Cs of TQM, Steps in Implementation of TQM,
Critical Success factors of TQM, Benefits of TQM

Zero Defect Programs or Right First Time 532
Meaning, Features, Basic Principles

Steps of Quality Improvement Suggested by Philip Crosby 533

Cc-23



C-24 strategic Cost Management : Theory and Practice

Four Ps of Quality Improvement 533
Taguchi Methodology 533

Shewhart Cycle 534

10-100-1000 Rule 534

Quality Function Deployment (QFD) 535
Meaning, Features, Methodology

Quality Circles 535
Meaning, Objectives, Benefits, Key Factors for Success, Support Actions

Kaizen 537

Meaning, Rules for Implementation, Traditional and Kaizen Environments : Distinction, Procedure
for Implementation, Benefits, Reasons for Failure, Kaizen Costing, Kaizen Costing and
Standard Costing : Distinction

World Class Manufacturing (WCM) 539
5s Concept 540
Concept, Meaning of Terms, Factors for Success, Benefits

Six Sigma 547
Meaning, Characteristics of Six Sigma and lts Assets, Methodologies of Six Sigma, DMAIC,
DMADV, Factors Leading to Successful Implementation of Six Sigma

Statistical Control Charts 543

European Foundation for Quality Management (EFQM) 544
Theory Questions 546

Practical Problems 547

Chapter 22 Project Life Cycle Costing
Life Cycle Costing (LCC) of a Project : Meaning 557
Elements of Life Cycle Costs 557
Information Required for LCC 558

Categories of Life Cycle Costs 558
Initial Costs, Operating Costs, Disposal Costs

Hidden Cost in Life Cycle 559
LCC Process 559
Cost Management in Life Cycle 559
Practical Applications of LCC 560
Benefits of LCC 567
Technology Life Cycle (TLC) 563
Industry Life Cycle 563
Terotechnology 564
Entrepreneurial Engineering 565
Theory Questions 566
Practical Problems 566

Chapter 23 Product Life Cycle Costing
Product Life Cycle Costing (PLC) : Meaning 580
Characteristics of PLC 580
Essential Features of PLC 580



Chapter 24

Chapter 25

Chapter 26

Contents C-25

Uses of PLC 587

Phases of PLC 587
Introduction Phase, Growth Phase, Maturity Phase, Decline Phase

Activities in PLC 583
Cost Associated With Different Stages of PLC 583
Cost Control and PLC 583

Marketing Strategies of PLC 584

Strategic Implications of PLC, Marketing Strategies During PLC, Strategies at Maturity Stage
of PLC, Reasons for Short PLC, Extension of PLC, Irregularity of PLC, Turning Point Indices
in PLC, Information Required to Study PLC, Integration of PLC with Other Business Portfolio
Models, Importance of Product Life Cycle Costing

Experience Curve In PLC Costing 588
Economic Value Added to Customer (EVC) 589
Theory Questions 589

Practical Problems 589

Balanced Score Card

Balanced Score Card (BSC) : Meaning 597

Four Perspectives of BSC 597
Customers, Internal Business Processes, Learning and Growth, Financial

Stages in Developing BSC 599

Information Required Under BSC 599

BSC and Improvement of Strategic Performance 599
Performance Measures in BSC 600

Benefits and Limitations of BSC 600

Theory Questions 607

Practical Problems 607

Business Process Outsourcing
Business Process Outsourcing (BPO) : Meaning 605

Areas for BPO 606
Conventional Areas, Non-conventional Areas, Emerging Areas

Types of BPO 606
Contracting Out Activities, Outsourcing Services, In-sourcing, Co-sourcing, Benefit Based
Relationship, Crowd Sourcing, Business Transformation Outsourcing (BTO)

Strategic Outsourcing 607

Strategic Outsourcing Models 607
Contracting and Outsourcing : Distinction 607
Outsourcing and BPO : Distinction 608
Benefits and Drawbacks of Outsourcing 608
Theory Questions 609

Benchmarking

Benchmarking : Meaning and Prerequisites 670



C-26 Strategic Cost Management : Theory and Practice

Benchmarking and Industrial Espionage : Distinction 677
Process of Benchmarking 677

Types of Benchmarking 672

Merits and Demerits of Benchmarking 673

Bench Trending 674
Meaning, Steps
Theory Questions 674

Chapter 27 Value Chain Analysis
Value and Value Chain : Meaning 676

Value Chain Analysis (VCA) Concept 676
Definition and Meaning, Steps

Activities in Porter’s Value Chain 677
Meaning of Porter's VCA, Primary Activities, Secondary Activities

Porters’ Value Chain : Methodology and Requirements 678
Methodology, Requirements, Highlights, Competitive Advantage Through Value Chain

Benefits and Limitations of VCA 679
VCA and Traditional Management Accounting : Distinction 620
Industry Value Chain 620
Theory Questions 620
Chapter 28 Supply Chain Management
Supply Chain Management (SCM) : Meaning and Features 622
Basic Components and Basic Concepts of SCM 623
SCM Process 624

Supply Chain Activities 624
Strategic, Tactical, Operational

Benefits of SCM 625

Important Points for Making Success of SCM 625
Lean Supply Chain 626

Importance of Information Technology in SCM 626
Logistics Management 626

Production Logistics 626

Impact of SCM on Return on Assets (ROA) 627

Total Solution Contract 627
Traditional Concept, TSC Concept, Benefits

Vendor Managed Inventory (VMI) 628
Concept, Benefits

Vendor Development (VD) 629
Concept, Methodology, Strategies, Benefits

Value Chain Management (VCM) 630
Kinds of Business Partners, Meaning of VCM, Methodology, Advantages

Theory Questions 630



Chapter 29

Chapter 30

Contents

MRP, MRP Il and ERP

Materials Requirement Planning (MRP) 632
Operating System, Information Provided, Aims, Objectives, Features, Prerequisites, Benefits

Data Requirement for MRP 634

Master Production Schedule (MPS) 634
Bill of Materials (BOM) 635

Inventory Status File 635

Methodology in MRP 635

Manufacturing Resources Planning (MRP I1l) 636
Meaning, Essential Elements

Enterprise Resource Planning (ERP) 637
Meaning, Characteristics, Features, Evaluation

ERP Applications 638

Benefits of ERP 638
Tangible Benefits, Intangible Benefits

Reasons for Failure of ERP 639
Functional Objective Search (FOS) 639
Theory Questions 640

Management Information Systems

Management Information Systems (MIS) : Meaning and Objectives 647
Meaning, Information Needs, Successful Factors, Objectives

Prerequisites for Designing MIS 642

Types of Decisions 643
Programed Decisions, Non-programed Decisions

Limitations of MIS 643
Planned and Unplanned MIS 644

Approaches in MIS 644
Bottom-up Approach, Top-down Approach

Levels of MIS 645
Transaction Processing, Operational Level MIS, Tactical Level MIS, Strategic Level MIS

Pyramid Structure of MIS 646

Data Base Concept 646
Meaning, Characteristics, Key Attributes

Data Based Management System (DBMS) 647
Categories of DBMS

Decision Support Packages 648

Decision Support System (DSS) 648
Meaning, Characteristics, Applications

Executive Information System (EIS) 650
Meaning, Distinction From Other Systems, Features

Cost Management Information System (CMIS) 650

Business Performance Measurement System (BPMS) 650
Meaning, Uses, Features

Internet 657

Cc-27



C-28 Strategic Cost Management : Theory and Practice

Intranet 657
Meaning, Advantages

Extranet 652

World Wide Web (WWW) 652
Internet and WWW : Distinction

Latest Concepts 652
Data Warehousing, Data Mining, Data Mapping, Data Visualization

Pull System of Information 653

Management Accountant’'s Role in Information 653

Information Economics Approach 654

Desirable Properties of Management Accounting Information 655
Uncertainty and Management Accounting Information 655

Information Technology and Management Accounting Information 656
Theory Questions 656

Chapter 31 Uniform Costing and Interfirm Comparisons
Uniform Costing : Meaning and Objectives 658

Requisites for Installation of Uniform Costing 658

Uniform Cost Manual 659
Meaning, Contents

Benefits and Limitations of Uniform Costing 660

Interfirm Comparisons 660
Meaning, Prerequisites for Implementation, Problems in Interfirm Comparisons

Benefits and Limitations of Interfirm Comparisons 662
Theory Questions 663

Chapter 32 Cost Audit and Management Audit
Cost Audit : Meaning and Purposes 664
Objectives of Cost Audit 664
Cost Audit and Financial Audit : Distinction 665
Social Objectives of Cost Audit 666
Advantages of Cost Audit 666

Management Audit 667
Meaning, Objectives, Scope, Weaknesses Revealed

Efficiency Audit 668
Meaning, Objectives, Parameters

Propriety Audit 668
Meaning, Answers to Questions, Standards of Propriety

Theory Questions 669
Chapter 33 Simulation Modelling
Meaning of Simulation 670
Monte Carlo Simulation 670
Steps in Monte Carlo Simulation 670



Chapter 34

Chapter 35

Chapter 36

Methods Used in Simulation 672
Applications of Simulation 672
Advantages of Simulation 672
Limitations of Simulation 673
Hertz Simulation Model 673
Theory Questions 673

Practical Problems 674

Contents

C-29

Learning Curve Theory

Operations Research 695

Meaning, Importance, Limitations, Branches

Learning Curve 696

Concept, Phases, Factors, Graphical Presentation
Learning Curve Table and Learning Curve Ratio
Applications of Learning Curve Concept

Limitations to Learning Curve Concept

Experience Curve 699
Theory Questions 700
Practical Problems 707

Network Analysis (PERT & CPM)

Network Analysis 709

Meaning, Objectives, Stages in Network Analysis

Characteristics of a Project 770

Conditions for Drawing Network Diagram 770

Program Evaluation and Review Technique (PERT)
Meaning, Steps, Dummy Activities, Advantages, Limitations and Assumptions

Critical Path Method (CPM) 775

Meaning, PERT and CPM : Distinction, Steps in Drawing CPM Diagram

Earliest and Latest Event Times
Kinds of Float 777

Float, Total Float, Free Float, Total Float and Free Float :

Uncertain Activity Durations 779
Network Crashing 724
Theory Questions 726
Practical Problems 726

Distinction, Independent Float

Assignment Problem

Assignment problem : Meaning 737
Minimization of Objective Function :

Unbalanced Assignment Problem 744

Maximize Objective Function 748
Theory Question 750
Practical Problems 750

Hungarian Method 737



C-30 Strategic Cost Management : Theory and Practice

Chapter 37 Transportation Problem

Transportation Problem 763
Meaning, Applications, Conditions

Stages in Transportation Problem Algorithm 763
Transportation Problem Table 764

Mathematical Formulation of TP 764
North-West Corner Rule 765

Least Cost Method 767

Vogel’'s Approximation Method (VAM) 770
Methods for Finding Optimal Solution 775
Stepping Stone Method 775

Modified Distribution Method (MODI) 779
Degeneracy in Transportation Problem 792

Theory Questions 796

Chapter 38 Linear Programing

Linear Programing : Meaning 797

Practical Applications of LP 797

Application of LP in Accounting and Finance 798
Assumptions and Conditions of LP 799

Steps in LP 800

Constraints in LP 800

Limitations of LP 800

Standard Form of LP 800

Important Terms in LP 807

Graphical Solution Method 806
Steps, Advantages and Disadvantages

Simplex Method 875
Steps for Computation of Optimal Solution

Big-M Method 827

Degeneracy in LP 824

Two Phase Method 827

Dual Problem 830

Post-optimal Sensitivity Analysis in LP 837
Theory Questions 833

MATHEMATICAL TABLES &35



