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Summary

Operational systems record costs by type rather than associating them with the underlying activities which consume them. Traditionally manufacturing companies have used standard costing techniques that rely on some arbitrary driver, such as product revenues or headcount to allocate overheads. This conceals the true demands on the organisation’s resources that different products or customers require. 

Many companies have started to use Activity Based Costing (ABC) techniques to provide more accurate information.  However, these alone may not provide the complete solution for companies, particularly service companies, who wish to develop full customer level profitability analysis.  This paper highlights the issues facing companies and Oracle’s with e-Business intelligence tools and applications can provide the appropriate solution.

Introduction
Cost management has entered a new era due to the lower cost of computing, the availability of enterprise applications as sources of data, and the increase in global competitiveness.  Traditional cost accounting methods allocate overhead costs (thought to be fixed) to products based on some arbitrary driver, such as product revenues or headcount.  This conceals the true demands on the organisation’s resources that different products or customers require.  Because of this, management often fails to understand why some products and services cost much more to deliver than others, and thus a huge range of business decisions are made with intuition instead of accurate information and analytic tools.  

In particular traditional cost systems may be inadequate for companies:

· that produce complex and diverse products or services.


· with mature products in competitive markets that require high cost accuracy to deal with thin margins

· with high overhead or indirect costs

· that seek to use process management

· in deregulated industries

· that are using or moving toward shared services

Activity Based Costing (ABC), facilitated by Oracle ABM, is a methodology that measures the cost and performance of activities, resources, and cost objects.  Resources (such as people, machines) are assigned to activities, and activities are assigned to cost objects (such as specific products and services) based on their use.10

Management is able to reshape the traditional Generally Accepted Accounting Principles (GAAP) view of resource allocation to an activity-based perspective thathelps drive true product cost and profitability as an integral part of ERP. With ABC, the enterprise can determine product, customer, and channel profitability, and senior managers can understand or improve business operations. 1 Harvard Business Review
For example, contrast these two ways of calculating Indirect Production Cost.  In Scenario A the costs are analysed by type.  Scenario B is the result of applying ABC methodology.  We can see that there would appear to be a major problem with regard to the “Scrap and Rework”.


 

Graphically ABC can be described by the diagram below:



Cost objects consume activities; activities consume resources.  Traditional cost systems assume products cause cost but ABC assumes that activities cause cost  and cost objects create the need for activities.
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This example would show the cost of the call centre by product, customer or facility.  A traditional cost view might show the cost of the call centre department.

Reporting from Oracle ABM is by Oracle ABM Analyzer, see below



ABM is one element of Oracle’s SEM Suite.



Further Information

Additional information can be obtained from www.oracle.com  This site provides you with the opportunity:

· to register on the e-business network which provides access to 5 “TV” channels, e CHAT forums, e SHOWS and E SEMINARS

· register for newsletters, including Data Warehouse Monthly

· join Oracle Technology Network and Oracle Applications Network
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