
    

How much does is cost to type a How much does is cost to type a 
letter?letter?

The cost of a phone call is 30p



    

Does it make sense to type a letter?Does it make sense to type a letter?

Full cost: 30p – 54p = -24pFull cost: 30p – 54p = -24p
Conclusion: Make only phone calls.Conclusion: Make only phone calls.
Incremental cost: 30p – 7p = 23pIncremental cost: 30p – 7p = 23p
Conclusion: Send letters, forget the phone.Conclusion: Send letters, forget the phone.
------------------------------------------------------------------------------------------------------------------

Bottom Line: Wrong cost allocation Bottom Line: Wrong cost allocation 
leads to wrong decisionsleads to wrong decisions



    

Full (absorption) cost accountingFull (absorption) cost accounting



    

……and its disadvantage!!!and its disadvantage!!!



    

Beware of the Sunk Costs…Beware of the Sunk Costs…



    

Where is the breakeven?Where is the breakeven?
 Before the campaign:Before the campaign:
 ££1,325 / 1,325 / ££ 34 = 39 34 = 39
 After the campaign:After the campaign:
 £750£750 /  / ££ 34 = 23 34 = 23
 --------------------------------------------------------------------------------------------------------------------------------
 Example: 30 people registered after the campaign:Example: 30 people registered after the campaign:
 If we do the course: If we do the course: ££1,020 – 1,020 – ££1,325 = - 1,325 = - £3£30505
 If we don't do the course: - If we don't do the course: - ££575575


