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Choper 4. Decin Mok fvr Coss Bt

Unique versus Repetitive Decisions

Unique deciions aise inrequentlyor only once. Wordwid Airways' docision regard-
ing s London hub i an cxample. Compiling dat or e dociions usually rquirs
 special analysi by the manageril accountan. The relevat inormation ofin will be
found in many diverse plces i the rganizaton’ overal ifortion syt

I contrs, repere decsions are made over nd over agai, i cithr rgula or
iacgular mervl Foc cxampe, Workiwide Airways makes roue-schedlin dect-
sionsevery s month. Such  routie decsion makes it worthwhie o he manugerial
ccountant o kecp  specialfile o the information rlevant o the scheduling ociion.

Cos preictions elvant o repetkie decons ypiclly can daw o  age amount
of isoritl data. Snce e decions have becn made repeatedly i the pas, e dut
ffom those decsions should be readily aailabl. Informaton rlevant 10 wique deci-
sions i hrder 1o gencri. The mansgeial accoutant typically wil v 10 give more
hought o deciding which dats e elvan, nd will hve les hisorical dts svalile
upoa which o base predicions.

Importance of Identifying Relevant Costs and Benefits
Why it important o the managerial sccountant 0 sl the rlevat costs nd ben-
et in  decson analyss? The ressons are wofokd. i, generatng nformaton s
costly proces. The relevan duta st be sought, and tis requires e and ffort. By
focusing on oy the rlevan information,the. mamagerial accountan can Smpliy snd
Shoien the dt-athring process

‘Second, peopl can ffectvely use only a limied amount of nformation. Beyond
his.they cxpeience nformation verloud, ad thet decision-aking efectiveness
decines. By outinely providin only informtion bout rlevant cots and benefit, e
manageral scounantcan redoce the kelibood ofinformation ovelond.

“To llsrte how manageral accountants deermine elvantcoss nd beneis, we wi
conmider several decnons aced by he management of Worldwide Airways. Based in
‘Nnt, the srine e routesbetweclghe United Staes and Earope, hetwoen various
s n Europ, and beween th it St and several Asian cies.

Sunk Costs.

‘Sunk costs arecossthat havesready b incurrd. They do ot afectany futre cost
nd cannot b changed by any cunen o fuure action, Sunk ot r elvant 0 dci-
sions, s the fllowing o examples show.

Book Value of Equipment At Charkcs de Gaulle Airpotin Paris, Worklwide Alr-
ays b  thrce-yearol loader truck used (0 o i ight meals onio sirplaes. The
Box onthe truck can bl hydrlicaly o e el of 3 jumbo ' ide doors. The
ook value of thi hoader, deined 5 the sssct's scquiiton cost e the sccumulaed
deprecaton o dute i computed s olows:

e o ——
[omsrmm— Sy
ot gy

“Theloder hasone yer of useful e remaining, e which s ssvage value wi
e e, Howeve, 1 could e old now for $5,000, 1 aditon o the sl depreciation
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o 25,00, Workdwide Airvays snaslly incurs 80,000 i variale coss o operate the
Toader, These incude thecossof operato abr,gasolne and maienance.

Jon Orville, Wordwide Alrways’rmp manager  Chales d Gaulle Alrpor, ces
 decon ahout relacement ofthe Joader. A new ki of loader us  comveyor belt
1o move meals o sn isplane. The new loader is much cheapr than the ld hydulc
Toader and cot s t operate. However,the new loader woud be operable for only
one year efore i would B 10 be repaced. Pertinent datsabout the new o are
s follows:

100
s
ey

Orvill's il inclination i 0 comnue using the okl loader for ancter year. He
exclaims, “We can't dump that cquipment now. We psid 100000 for i, and we've only
s i e years. I we g i of that ouder now, we'll s S20.000 n the disposal”
Onvll rssons thtthe old o' book val of S25,000, ks s currnt sahage Vi
of 5000, amount 4 lossof 20000,

Fortunscly, Orvill's comment i oveseard by Joun Wilbur, the managerial accoun
tant nthe company's Chares de e Alepotadminstruive ofices. Wilbu points out
10 Orvill thtthe book value of th ok oader s & s cot. i cannot affectany e

cost heconpany might ncur: Toconvince il that she f ight, Wilbu prpares the
analysis shown in Exhibit 14-2.

Regadens o whichsrnaive i slectd, the 525,000 book value of th ok ouder
Will b expenseoross n the net year. 1 he o oder i Kept i servic, e $25,000
Will e recognized s depreciton expense; therwise, he $25.000 cot wil be incurred
by thecompany a5  wrk-offofthe ase’ bok vale. Thu,te curten book value of
e old oder b stk cot adirrlevant 0 the replacment dcison

"Notc tha he elvant dota i he cquipmen eplacementdecson ar ems (2), 3.
() ach of thes ems mets the o estsof elvant informatin:

1. The costs o benefits el 1o the .
2. Thecoss orbenfis difer bt te alieratives,

“The proceeds from seling th old o, e (2). will b rceivd in the fuure nly
underthe “eplace” alrnative. Similarty. the acquisition cost (deeection)of te new

| o
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Toader, e (3, fture costincured only underthe “rplace”acrnsive. The oprst-
i cont,m (4, il uurecos that dffers b the two skernatvs,

Differentil Costs Exhibit 14-2 includes o column cnied Diferentil Cost.
A dicrentia cost i the difference i 8 cost e uder two decsion alerative.
“The computation of diferntal cost s  comvenicn way of summarizing the relaive
advantage of e aicrnaive over th ather o Orvilke can make corect equipment-
Teplacement decsion n citber o two ways: (1) by comparing he ol cost of the o
lcmatives, shown i colamns s) and (b): or (2) by focusin on the (ol diffrnial
cost, shown i colum () whic svors he “replacement” opin.

Cont of Inventory on Hand Never havin taken & manageral accounting course
In ol ke il o o o b o Kty ik o Th et ek b

s again.

“The ioventory of spae sicat parts held by Wordwide Alrways st Charesde Galle
Includs some absolt pars crginally cosing $20.00. The commpary 1o ongeruss he
planes for whic the parts were purchased. The obsolte parts inclde spre pssenger
Lo, uggage racks. and gally cqiprment. The spare partscoukdbe 0l 1o ankher s
e for 317,000, However,with e moiiaton, 1he obsolete parts could sl b used
in the company’s curent flct of sicra. Using the modified parts would ssve Workd-
Wide Ainways the cosof purchasing nw prts o s ispanc.

o Orile decides not 1 dapose of he obsoce parts, because ding 50 woukd
ol  ow of 3000, Orile essons that the S20,000 ok vl of the parts, s the
S17.000 proceedsfrom disposa, wol esaltn  $3.000loss on dispal. Joun Wil
e managerial ccountant. comes o the rescu agin, demnsiaing that e right deci-
sion i o dispose of the art. Wilbursanlyss s shown n Exhbi 14,

Notc tht the ook valu ofthe obsolet iveniry s  sunk cost. I the parts st
modified. the S20.000 ook valu will b an xpense during e priod when the pars
e used. Otberwise, the S20/000 book value of the avset will b wriin off whe the
parts e sod. A sk cot,the ook valoe of th ol nveory will ot ffct any
Tuture cash low of the company.

Asthe managerial accountnts anlyis evcals, therlevant dta il te 17000
proceeds rom diposa. he 12000 cost 0 iy he parts,andthe $26,000 cot by
e pars., Allof thes dat mectte two estsofrelevance: they affe furecash flows
and they difer berwcen the o alcratves. As Joan Wilburs ansyss shows, Workl-
Wide Ay’ cost Wil be 53,000 lss i the bsolte pars re 3okl snd e parts e
purchsed.
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Irrelevant Future Costs and Benefits

At Workdwide Airways haduares in Aot Amy Earhar, manage o flght sched-
ling, s i the midst of making a decision sbou the Atana o Honola roe. The
flight s curenty nonsiop, bt she is considering 10 in San Frncisco. She fecs tha
the ouie woukd atrctaditonalpasengers f the siop s made, b here o would be
additionl vaiabe costs Her analyss sppears n Exhibi 14—,

“The snlysis ndicaes that e prefesble allerative i he rote tht includes stop
in San Fracisc. Notcetht the cargo revoue [t (2)]and the sircraft mnienance
cost e (9] v irlevan 10 th ight owi decson. Alhough these dta do allect
future cash hows, ey do not differbetween the twoaleratves. ALl of th e do n
Exhibit 4~ ae relevant 1 he decision, because tey dodiffr betwe Ny the two sl
ives The anaiysi in Ebibi 14— could hae gnored th rckvant S he s dec.
Sion would have b rached.(Execise 14-30. 1 the nd o hechaper, will sk you 0
prov his ssrion by edoin the aalyiswithou th ircevant dta )

Opportunity Costs

Another deciion onfrnting Amy Esthart s wheber 1 4 two dfly round-trp lighs
between Atlant ad Monrcal. Hor nitl analysis of e relevan costs and benefis ndi-
caes that the sddional revenue fom the lights will exeed their costs by S0.00 per
monih. Hence, she i ey 0 he ght 0 he s, Howerer,Chuck Lindbergh,
Workdwide Alrways” hangas masnage in Atlant,poitsout st Ethart s veriooked
a mportatconsidertion.

“Wordwide Airways curenly has exces spce in s hangar A commuter sl
s offerd et the hangar spce fo $40,000 per monh. However, f the Allant-t-
Monrel lghts e added 10 e schodule,the additonal icrft necded in Adota will
require the cxce hanar space

I Workiwide Airways s he Atlanta-o-Monieal fights, it wil orgothe oppor-
unity 10 et th excen hangar spce fo $40,000 per month. Ths,the SA0000 it
forgonc isan pportiycou ofthe allernative 0 4d e new fights. An opportunity
cost s the potekialbenht iven up when he choie of one acion precludesa difrent
action. Althugh peopl e 0 ovelookorunderestmae he impartance ofopporuniy
osts, hey ar Just s eevant s owl-pocketcots i evaluting decsion allrnatives
T Workdwide Airways'case,the best cthon s 1ot the xcess hangar space o the con-
maer i, s o he e . Th i i Exki 145 pors

Bbi
P Do
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1 common isake fo pople o ovelook o nderweigh pportnity costs. The
540,000 hangar rental, which il b orgone i the new (ghts e ded. i n opport-
iy cos ofthe osion e lighs. I rlevan cost of the decsion,and i Just
s mportan s sny out-o-pocke expenditre.

Summary
Relevant costs nd beneis sty the following two crieris:

1. They affct he foure.
2. They difr beteen aheraives.

Sk cots are no elevant cont,becaus they do nod affect the future. An example
of a sk cos i the ook value of a s, ihercquipment o nveory. Ftue osts
o beneius hat are ewical acrossall decision lernaives ave wt reevant. They can
e ignored when making  decision. Opportunity costs an reevant coss. Such coss
deere punicua enon b masy pcpe o cvetockthem wben aking

What s the elevant costs and beneits when 4 manager must decide wheber (0 6dd
o drop  product o service? Whatda e relevant whe dciding whether 1 prodice
o buy a service o component? These decsions and cerai ather nooutie decsions
meit pecal ateion i our discusion of relevant coss and benefits.

Accept or Reject a Spacial Offer

i Wright, Workiwide Airways” vice presiden oropertions,has been approsched by
 Japunee fourist agency about flying chartred ourst flghts fom Japn (0 Havai,
“The it agency has offered Wordwid Airways 150,000 per round-rip ligh on
Jumbo et Given the sirine’susal ocupancy e nd i s, round-ip Jumhoret
gt beween Japan and i ypically bings i evenue of S°G.00. T, the o
st agency’s speciallyprced offer ruires  special aalyis by JMOWrght

“Wight knows that Workdwide Alrways s (wo Jumbo s tht sre ot curently in
s The sl ha jus limioted severl unprofiabl rouies,feing hese st for
other wses. The siine was no curely plnning 0 add sny niew routes, and therelore
1 two s were e To el ke i deciion, Wrght sk fo costdt from the con-
ollrs offc. The conrollr provides he infoation in Exhbi 4=, which pertains 0
e ypica rounc-trp jobo-jt Tght berween Japan nd Hawai

"The varible costs covr airerat fol ad mainicnnce, ight-<rew cost, in-flight
mess and services, e anding fcs. Th e conts llocted 10 ach light cover Work-
wide Airvays” ied costs, such s rcral deprecition,malnicnance and derecstion o
Tacliies, d i it cons
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16 Jim Wiight hid ot ndersiod manageial acounting, b might have done the
ollowing incorsect analyi.

“This calclaion suggests hat the pecial chareroffershould be rected. What s
e crrr i hi i The mistake i te nclusion of allcatd fixd cots  the cost
e ligh. Thi s an o, because the v costs will ot increase in ol i the charte
light s added Since the ied cots will nt change under cither ofthe ahermate choces,
ihey e rclevant.

‘Fortunstely Jim Wright docs not make this mistake. He knows hat cny the varable
costs ofthe proposed charter ae reevant. Moreover, Wright determines that he varable
costofthe charer woukd b es hanthat o  ypca i, becsuse Wordwide Arways
‘would ot ncur the varisblecosts of resrvaton nd ekeing, These variable xperncs
mount 055000 for  schoduled ight This, Wight's anayis of the charir off s 1
Shown below.

e s syt - o
o e e —
=

p——— - Tam

Wights nayss showtht the specalcharer fightwillconrbue S65.000 oward
covering the ilin' e cossan profit.Sincote i s xces ightcapaciy: e
1o th cxistence of e aircraf, th opmaldecion 0 scept h specialcharter o

No Excess Capacity Now les consider how Wrighs anaysis would sppear i
Workdwide Airways had no e sircaf. Supposethat n rde o 1y the charte beween
Japan and Hawai, the e woukd have 1 cance s et profsble oue, which is
etween Japa and Hong Kong. This rouke contibutes S80.000 owad conring the it
' i coss nd profi. Thus, i the charer offer s accepted,the alioe wil icur
a opportity cont of $50,000fom the forgone conirbution of the Japan-Hong Kong
oot Now Wright's analyss should sppeas 4 shown below.

v
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“Thus, if Wordwide Alrways has 1o xcess flightcapacty,Jm Wight shoud ejct
the specal chrterofe.

‘Summary The decision o sccep o reec  specilly prced odee i comimon n bt
service-industy and manfcturing o, Manufacturens often s ced with decisons
bout seling procucs i  special oder st ess tha fll pric. The corrct byt of
Sch dociions focuses on the elvant costs ad benefitn. Fixed costs, which ofen e
allocued o individual units of produet o service, re usally rrlevant. Fied costs
{ypically will notchange i ol whether th onder i ccepied o reectd.

“When excescapacty exit, the anly relevant cotsuslly will e the varible costs
associaed wit hespecal onder, When (her s o ccesscapacy,the opportunity cost-
of using the frm'sfcliisfor the special onde i lso elevant 0 th decson,

Outsource a Product o Service.

e Rikenbacker s Workwide Aiways managr of in fiht scrvies. She suprvises
s Tgh s 4 il of e s food 4 hevrae aperion. Rik:
nbcks ey fce  decon egading h preprsion of o gh s 3 e
i’ At bl n e Ao Tt K, ul-couse inersae prpured nd
puckaged o long gt that pss g Adra I he ps l of e ders were
k' and packagd e gt Kichn, However, Rickenickr hs rcsived n oficr
from a Al bakery o bake e s’ e Th, e ecson s whether ot
e e desrt poronof the - g dinces, An owtourcing dechion,aocalled
make-o.buy dckion, il  chsce bewocn rohein & progoc o i b
nd orchsing o owsle uppicr. T help i e decion, Rickenbucker
T sesmbld h con oo [\EX 14-7, whic how ot st er desrt.
or25conn

The Al Bakery s offcred 1 sppy he deserts o 21 ceis cch, Ricken
bocker vl o s 0 ocept he bkerysoffr,ce i opes. tht e i
wouldsve & cnt e dssr, e, th control s Rickenhacker it o
ofthe cons e n Exhii -7 e rlvan o the otouring deciion.The conroler
i Rckenbacker's sy s shown i Exhbi 18

1 Wordwide Airwayssops making dessrts, i will ave sl of the vaisle coss
bt only 1 cent o fied cot. The -cen saving i supervisory salarics would sk
bcaune th sirline could et slong with wo fower Kichen supervsos. The remin-
e af the ied coss woukd be cured cven f e st were purchsed. Thesc
Iemainin R cot of superviion and deprcciton would hve o e rellocted o
he TlighKche'stherproducs. 1 g o h conlr' reviedamalyss Ricken
bicker esies e he llin shooldcontinse o ke s own desrts. To usource
b dssrns wold e n expeiae of 31 ci e dwct bt oy 15 ek pet
deser wouk be s,

"o sy hor dcision rther, Rickenbacker sk the conole o prear a -
i f e ol ot es o f making o beyin dessrs. The conle's rpor

e e
e
T
e
=

(ﬂ'ﬂﬂwﬁﬂ =
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—
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isplayed i Exhibit 14-9 shows thetotalcosofproducing 1000000 dessrsthe light
Kichen'saverage morbly vl

“The total-con anlysts conirmed Rickenbacker
serts i the s’ gt Kichen,

decision to continue making des-

Beware of Unit-Cost Data_Fixecosts ot e allocate 1 ndividl i of p-
o srvice o productcouing puepons Fo deciionmaking purposcs, Boweve,unt
iaed e coss can b misiading, Asthe oal-conanalyis i Exhibit 119 shows, aly
SI0000n fxed mosthy cos will b saved i the deserts e prchase. The remning
S100000 i monily e os willcontinue whether th deserts e made o puchascd
Rickenbacke's il cont sl Exhibi 14-7 anplcs hat cach dessrt costs e siine
25 cont, bot hat 2-cen cost e 11 cents ofuntied e coss. Mostof e coss
‘ill i unchanged egandics of e utsoureing deciion. By llocaing fixed cost o
Iodividua productsor srice,theyar e 0 ppear varible cven though hey s ot

B ————

e g g e ool Wl S s 3,30
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Add or Drop a Service, Product, or Department

‘Workdwide Airways offr s pascngersthe opporunty L i s Word Express Clb.
Club membership cnie a rveer 0 e the clb faciiin a he irpot 1 Allaa
Club prvieges include  privae lounge snd rsauran, discounts on el and bever:
ages, d e of a sl esth s

ayne Wing,the presidentof Workdwide Airways. i worred thtthe Work! Express
Club might not e roftable Herconcer s caused by the st of monthly opert
ing ncome shown he el spreadsbeet i Exhibit 14-10,

T her weekly taff mectiog, Wing ates herconcer about the World Express Clu's
profitabily. Th contoller espons by poiacing ot that no o th cots o the lub’s
{ncome stement would e ciminated i the b were dscontnued. The vic preside
for e add thtthe club belps Workdwide Alrwaysatrctpuscngees who i might ol
crwise lose o competio. A the ceingadjourns, Wing ks the contrler o prepare
aanalyss of the reevantcosts ad benefits asocited with the Workd Expres Club.
The controller' salyis s displeyed i Exhibi 1411

“The contollrs analysis i Exhibi 14-11 comains two parts, Part | focuscs o the
relevant costs and benefits of the Workd Expecss Club only, whike ignoring any impoc
ofthe cub on ther iline aperuions. I coum (), th controle has st the club's
Tevenues and cxpenss from the income sttement preseniedin Exhbi 110, Colum
(5 i Exhibit 1411 st the xpenscs that willcontioue i th cub s climinatd. These
expenses are calld unvoldable expenses I contra., th xpenses appeain in ol

) but o column () e avoldable expenses, The s will o onge ncur hese
expensesifthe lub i climinate.

‘Nodc that ll of the club's varible expenses are avoidable. The deprciaion
expense, 30,000, s n alocated porton o the deprciaion on 3 Worklwide Airvays
buldng,part of which s used by the World Expres Club. I the club s discontined,
e ailine ill cotue 1 own anduse th buiding. and the depeecaton exerse Wil
contimue. Thes, i i an unavldable expeme. The fxed superviory salarics re avod-
bl ince these cmployees will o longer be nded i the lo i liminted The fxed
insurance expense of $10,000 s ot vodble th 55,000 e pud 0 th aipot o the

@ao o oo .
[ St —— -
- E T r
A ® @ o (i E
oeparTHENT:

Moniny Operaing ncome Siatement

P
8 Varabke cpenses:
7 Foodandboverages

8 posoml

5 Vs vernena

10 Conbuton margn

11 Fixedoxponsen:

12 Dapreciaton

13 Supenteay soltes

14 nauronce

18 Arporters

16 General overhead atocaied
17 opersingincome Loss)

—
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pivle ofoperting the clb i svoidable.Fialy th club's allcated porionof gen-
ol overhend expenses, 10000, s ot avadable, Workdwide Airways willncur these
‘xpencsregandionsof o decsion ahowt the World Expres Clb.

“The conclusion shown by Part 1o the comtroller's eport i hat the clb should ot
b climinated. 1 the lu i closd,the sirine willJose mare n contribulon margi.
565000, than i savs i svoklale [ expenses, $25,000. Ths,the club's $65,000
contibution margin s cnough 0 cover EX avidable fed expenses o $25,000 snd sl
contibute $40,000 owardcoverin the ovrall ilinesfxed expenses.

B ee—— S0
Conton s o o st s s s famo

Now considerPart I ofthe conoller's sy n Exhibit 1411, As the vice pres-
dentfor sales poinied o, the Work! Exress Clb s an atrctive fetre 10 many (v~
cln. The contole cxtimates that i the clb wee discontnued. he il woukd lose
560,000 cach morith n forgone conrbution margin fom geral aiine opertons. Ths
Hoss i contibuton margin would csul fom i 0. competng i curat passcn
ers wh s arctd 10 Wordwide Arways by it Word Express Cob. Thi 000 in
forgone conubuton margi s anapportny cost ofthe opon o cose down the b

Considering bosh Pars 1 and I of the conuollr’s anayis, Workdwide Airways’
monihy pofit will b resier by S100.000 1 the clu is kep open. Recopnion of two
s is ey o thisconchsion:

1. Only the avidsble expenses o theclb wil be soved f it s discontinved.
2. Closing the club will avenscly ffct the s’ the oeratons.
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Some types of decsions ae more likely 1 ars in manufctring companies than in
srvie-indusry s, We will xamin o of thse dcisions.

Joint Products: Sell or Process Further

A Jot producton process resuls i two o more products,caled join prodcts. A
Cxample s the procewinof cocon beans o cacon powder and cocon bter. Cocon
eans constie the it 10 the ot prction proces, and he o it product e
Cocon powder and cocoa butcr. he point i the producton process where e ot proc-
cs s dentifisle s sparst prodct s clld the spl-of ol Othr cxampes of
oint producion proceses ncude the alaugirng of snimals fo Vaious cut of meat
e procesingof perlun ot vaious producs. uch s Aeroscn and gasolin.
Manufacurcl it jin production processes sometimes must decide whether 3
oint product should be slda he splioff point o pocessdfuther before bing sold.
Such s deciion ey confroted Bill Candee, he pesientof Inkcrnaiona Chocolte
‘Company. Candec's e imports cocos beans and processes then o cocos powder
ad coco boter, Ol  poton of the cocos porwde s usd by Intcrnatons Chocolate
‘Company in the productin of chocolae candy. The emainde o the cocos powder
Sld 0 an e crtam peoducer. Cande i consiering the posibilty of pocessing hs
Tenmuining cocos powde o 4 insantcoxos mix 1 be marketed ude the brand e
‘ChocoTime. Daa pertaiing o Candoe’s decisionae dispayed i Exhibit 14-12
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Notce fom the disgram that cocon beans are procssed in -t baches The il
costof thecoco eansandthe oot procesin s S1.100. This i clld the o cost. The
ulput ofthe ot proces i 1,500 o of coco e 500 pounds of coc powde.
iow shoukd Bl Candes appoch the decinon about proceing the cocos powder
ot nstant cocon mix? Whatae he relevant coss nd beneis? i, ' considr the
Jointcot o 1,100, tis  elevantcost i the decision st had? The o cost i ot
elevan o, because it wll ot change regardicssof he decision Candee makes,
Sopponc the . mnmmmb«nnwﬂml’wﬁwmuchwrﬂum

costingpurposes. A conmon method of allocain ot c| 1 the reltive-saes-value
method, in whic e join ost s allocated between the B products n proportion o
thei sales value o the sl poit. Intrnationa Chocolate Company would muke the
ollowing joint cos alloation,

s
o -

Docs this llcation of the 1,100 ot costmake it reevant 0 the decison about
processing cocos powder ko st cocon mix? The snswer b 8. T 31,100 o cost
Sl does no hange i toal, wheher the cocon powde i processdfuthr o k. The
ointcost s rcevant o the deciion ot b

"Thconly cost and benefitrlevat o Candec's decsion are those that difebeween
e wo alicrnativs. The proper snlyss 1 shown in Exhii 1413

“Ther i shorcut method tht arives i the same conclusion s Exlibit 14-13,Tn
i approac,the icremental evenue from the further procening of cocon powe s

compared with the separable rocessing cost, whic i th cos incurted e the spi-
off pin, 4 ollows:
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B anlyses ndicaie tha Bill Candee should proces his excss cocos powder nto
Instant cocon mix. The same conclusion i eached i he nalyis s done on  per-uni
i ather th ol b

4400 s
[ -y 10 s

300 s
s
110 pupuns

‘Once again the anlyssshows tha BillCandee should decide 0 peoces the cocoa pow-
der i insantcoxoa mix.

Decisions Involving Limited Resources.

Onganizations ypically have limited resources. Limitations on floo space, machine
e, aborHours, o cw materials e common, Operatin with e resources. a firm.
often must choose beween sales ordes, deciding which onders o il and which ons o
ecline. In making such dciions, managers must decide whichprodust orservic s the
most profable.

"To s, suppose Incrnational Chocolae Connpany's Phocai. plant makes two
candy-bar products, Chewies and Chompo Bars. The contibotion margn or 3 case of
Cach f these pdoce s computed i EShibit 114,

A ghance t the contribtion-mrgin daa suggess it Chompo Bars e ore e
bl than Chevwie. s rue that o cas o Chompo Bars contributes mor tovardcover-
ing the compuny’s fxed cost and o Howeve,an mporantconsideration has been

o —
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igpored n the anaysis so . The Phocaix plan's cpaciy is limited by is svalile
machine time. Only 700 machine hours re avalabl i the plant cach moadh. e
ationa Chocolate Company cunscll s many cases of ither candy b s i ca produce,
S0 productio s lmiid oty by the constrsiton machine .

"To maximize he plans tol contributon toward coveing fixed cot and proft
managenen should v o us cach machin hour s clctvely a possible. This sl
iaation ales the analyisof product profabiy. Th reevant question is nor, Which
Candy b s th highest contibtion margin per caseThe pertinent question s, Which
produc st ighes contibution margin e machine hous? Thisquesion s aswered
ith the calolatio i Exhbit14-15.

“A machine our spen i heproduction of Chwie wilcontribute S50 toward conr-
ing e cotand proh, whie a machin hour devotd 0 Chompo Bars conebucs nly
$40. Hence, the Phocni plans most profitable product is Chwies, when the pla’s
scarce resoune s aken o scount

“Suppose el Chocolate Compay's Phocix plant manager,Candace Bare
s fcod witha choic between (w sl orders, ol on of which can b acepied. Only
100 hours of unscheduled machine e remins i the morh, and i can e wsed 0 pro-
duce cither Chewie or Chompos The[ Nghyai n Exhiit 1416 shows that Bar should
devote the 100 hour block of machine e o illing heonder for Chewie.

"As Exhibic 11-16 demonsirats,  decsion about the best e of  imited esource
ol be made o the bsi of th comribution margn per il ofthe scarce resource

Maltiple Scarce Resources - Suppose he Phoi plant i  iited ot of ot
machin hours and lsbor hours Nowthe analysis of product profiabily i more complr-
catd. The chice 38 which product s most profitable typially will nvove rdeoff
hetween the two scae resources. Salving such # problem requies 4 powerfl
cotca ol called near progumming, which  conered i he appendit 1 i chapic.

Theory of Constraints  As the previousanalyss suggests, a bindin constrintcan
Timi s Company's prfiabilty. For cample. s manufacuring company may have ot
leneck operaion, thiough which every Ut of & product must pass before moving on
1o oher operaions. The fheory of consis (TOC) calls fo deniying such lmiing
constran nd secking ways ol them. Al refrred o 3s managing consaints, i
management approach can sgniicantly improve a orgaization's kel of gl atan-
ment. Amon the ways hl management can flax  consiin by expandin the capacity
of a boulencek opraion e the following:
+ Outsourcing (subcontacting) al o prt o the otleneck oersion.
. Imesing in addonsl pducion eqipment and cmploying paalel procesing. i
‘Which il prodc s undrgothe sume prodixtion pertion smulaneusly.

om0 a0
e —— 1 ST
e —— )
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+ Working aveime at he bosencek operation
- Retuiing canployeessnd shiflin them o the ouleneck
. Eliminating an non—value-added activiie t the bosleneck operation.

Uncertainty

Out anatyses of the decisions n his chaptr ssumed st ll eevant doa were known
withcertiny. I pacic,of court, decsion makers e ey s fortumte. One com
mon echni or addessing he impactofuncrtaiy i sensiyanalysis. Senshivty
‘anayas i fchaiquefo detemining what would hapen i  decision i i 3 Key
prdicion o asumption roed o be wrong,

“Tollsae, s rtur o Candce Bare'sdecsion ahouthow 10 use the remaining
100 houn of mactine e in Itcrmatonsl Chocolte Company's Phocnix plat. The
calclation i Exhbi 14-15 showed that Chewieshave th ighe contibuton margn
per machine bour Suppose Bare s uncrtain sbout he comrbuion margi per case of
Chewies A sensisiy analyss shows B sensiiv herdecision s (0 the Vi o this
uncertan puramete. As EXhibit 14-17 shows, the Chewies contibotion nargin coud
declne 80 percase before Barr's decison would change. A ong s the conribution
margin pr cse of Chewies exceeds $.80 pr case, the 100 hours of avalble machine
e shoukd b devored o Chewin

“Semiivity i can help the managerial accounsant decide which prsmetersin
 analysis s criical st sccurtly. 1 hiscse, he mansgeral ccountant
Knows tht th contibotion marin per case of Chewics could be 4 mach 5 20 et
Tower than thearginl $1.00 prdicion withoutchanging the otcome of the analyss

Expected Vokies _ Anthrspecch o dalin explcly with iy s 0 s e dci-
o on xpected values. The expecie valu o o varale el 1 e s of U
it vaues o the i, cach gy probubily. Tl suppoe the con-
{6ibtion marins e cas o Chewies d Cmpos e uncrn, s s 1 b 1415,

Bnbite-1s
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Asheexbiit hows,the choic 10 which product 1 prdoce withexces machine e

These echniques e covered i sttt and deciion nalysis coursc

1 i chpter we Pave xplored how 0 dentiy the relevant cossand benefis i vari-
o types of decsons. How will the rlevani-costing approach change in an advanced
manutacturing envsonmen. charaierized by just-i-ime UIT) prosucion metbods snd
lexible manuticturing sysems (FMS)? How would  levant-coning snlyischange i
 company wies sn activity-asedcosing (ABC)sysem™

“The conceptsunderlying  relevan-costing aalysscontinue 10 be compleely valid
in an sdvanced manufacturing seting nd i a siuaton whete activit-bsed cosing i
s The abjctve of the docision analyss s o determine the costsand bencits Ut e
Ielvant 1 the decison. As we found carle n his chaptr, elvant coss nd beneis
e bearing on the fture and differ among he decision alervatves.

‘Wit il e et i etin where activiy-bsedcstin s s s e ecsion ke
e ity o deermine what cot e relevant 0 dcison. U ABC, h decision
fypically can o coss wilhth acviis tht drv tem moch o accrsly
e  comentionl pct-conting sysem. L xploge thes e withan o,

Conventional Outsourcing (Make-or-Buy) Analysis

Interaionl Cixolte Compuny makes e choclses in s S pla. The chocoles
e packaged in tworpound and fvepoun gif boxes. The company also masufactres
e gif ones i the Savannal pla. The plant manager, Masha Melo, was spproached
recenly by  pockaging company with an offr 10 suppy the il boes s o price of
525 each. Mell concuded hat the offer should be rfecied on the bass ofthe rlvant-
cosing anlyi i Exhibit 14-10, Icrnaional Chocoltc Company' ol ol
b product-couin sy showed 8 i produc cos of 5.8 pr bos. Howeve, Mello
e thatnotll o the coss would e avidedShe resoned that il of e diectmterial.
et lbor. and varsble ovehead woukdbeavsdod, bt only sl part ofthe assigned
Tixd overhead would be savd. She concluded tha SBO000 of supervisey salaris and
520000 of machiery deprocistoncoud e sced ity gl pockge pucion. These
coss would b aolded, she el bt he renaining e coss woukd . Melloconcluded
hat only $430.00 of coss would b awided by | ghsin, whike 150000 would be
et oy theboxes. The dciion was clarthe supples offrshuld be rejected.

Activity-Based Costing Analysis of the Outsourcing Decision

At saff moctin, Mello mentioned ber ntativ decsion o Dave Min, e plant cotol-
e Mint hemcxpsined o Mellothst e was complting ot pojct i actviy-hased
cosing. Mint offred 1 anlyze he ouisouring decision i the new ABC databuse
Mello sgred. and Mint pocceded 1 dothe ABC sl shown in Exibit 14-20.

I stage ane ofthe ABC anlysis. Mintdesignsed 1 actiity cost pools corresponding
10 th maor e i he Savamah plant veshed odget. Thse aciviycos pols were
coegorzed s ciltyJve, poctsstaining eve, bl kvel, o unitevel acviies. I
Stage two of the ABC projee, cost divers wee defed nd pool s wee computed.
“The ABC analyss shows tht 243,000 of oneread should b signed 1 he gl bos.
rather than $550,000 s the comntional produt-<osin s b idicate.

s o e e ey e o Cap . W - g ABC) b v
e o s e O oo s ey o o AP e o o
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Using the ABC daabase, Mt completed  ew reevant-<osin anlyssofhe vt

sourcing decison. Min et tht al ofthe averhad coss asgned o the git b of
o could be avoided i the boxes were purchased. Noice hat o ofthe facility-
costs are rlevant 1 the anabyis. Thy will ot be avoided by purchsing the gift bos.
Mint's ABC anaysis showed that 3 ol o $493,000 of costs coud be voided by pur
chasing the boxe t costof $450.000.Thi would resul i et suving of $43.000.

Mint showed the ABC relevni-cosing ansysis 10 Mell. Afer some discusson.
they ageed tha vrious gualiaie ssues necded 10 be explored before  final decision
s made.For example. would e new suppic be reible, and would e giftbanes be
of oo quaity? Neverelss, Melload Mt agred that the ABC dats castan enirey
ieren ghtonthe decision:

‘The Key Point _ What has appened here? Why dd the comveions nd ABC analyses
of this dcison reach dffrntconclusions? s the eevantcosin concept (uly?

“The nswer i s the relevant-cosing idea is aiv and well. Boh analyss sought
1o dentifythe reevantcon s hose hat would e avoided by purchisin e it hoxes.
“That approch i vald. The diffrence in the anlyse s in th superiorabily o e
ABC dta to propety idniy what the avoidable cots sr. Ths i the key poiot. The




image25.png
Choper 4. Decin Mok fvr Coss Bt

it
e o =
[y
ot ot NAND VeOmweaciwe  WOx ¥ § 300
e DI oo e am
- 00 metndmios S S0e 000
e Moo S S50 oo
o o T oo o
o o e saox o
e e NAND SOmmmies  flOxAaSe 000
e —— -G i prvonirey
L — R 1ot Dixie-  wow
o — T R vt Soxiom-  _now
B —
prosm————— -
B ——
s - vom
oo T em
Oamesiron st A o -
o 7}
T — e ——— -
i . o s st 1 e
Extibi 4-20 conventionl analyss reled on a riionl, volume-basd product-cosing sy, That
AchabmcaCotng  sysem lump sl Ofthe fxed overhead coss toether 4nd waigns thns s 4 sile.
ol Oboscn  i-basd cos driver (.., dicctlabor ours). That aalyis simply faled 0 e that
D e

CoclaeComry

I of he -l i ot et gl 50 Vith mspect it apyopil o
iver. he mors s ABC Ay.n:‘.“%:y hove i ad eoted i
ol cos ok cold b vl by

"o sz, e iy s osing, e coepts undryin elean-cosing
natys e v, Howeer,the ABC syse doc sl h o ke 0Py
o elean g dectio ol o sl

Incentives for Decision Makers.

1 his haptr,we studid how mansgers shoud make decisions by focusing o te el
cvant cost and heneft. I previous chapies. we coered aceounting procedures for
‘alating managerial prformance. Thre b important ik between dcision making
0 manageral performance ealuaion. Mansges ypically will make dcisions that
maximize thi perceived performance evauatons and rewand. Thi s human nture, 1
e want managers o moke optimal deciions by proprly evaatng he elvant coss
and bencis,thn te performanceevauaton e and ewand sricture ad heter be
conmisent with that pespecive

T pope eamen of sk costs i decsion mking e his . Eat i his
e, we i tht sk cots o e gnored . clevan. For xampe, e bk vl
of 3n ot mchine s nclevant in mekin an eqipment-eplcement decson. Suppone.
e, tha s conetly fgore 0 o i’ bok vibe nd decides 0 caly
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replacment o the machine e purhisd e eas g Now spose e haples anager
iz b is superic o aking  ons” o he od i, o “uying e ok
inthe it pac. What s oo g kel 0 dothe e e h s il dcison? I
e ik peopie, e will 0 kecp the od machie e o sty i prio decsion
1o e it 1 o doing,he wil e companding is e Howeve, b o may b avoiing
e rom i whodocs ot kst he ot of gl congrucnce.

“The point o imply (ha 1 We Wit managen o make opimal decions, we must
v them incniives 10 do 0. This reuiestht managerial performance be ulged on
e same factors ht hould be comidered n making corrct decisons.

Short-Run versus Long-Run Decisions.

“The decsions we have examined in tis chipter were (esed as shorrun decsions.
Shortrun decisons affct only  shot (e period typically 4 yea o lss. In eliy.
many of thee decsions would have Jonger-erm implictions. For example, managers
sl make  dcison v the addiion o deletion of  product r service with
reltively long e frme i mindThe proces of entfyng elevant costs adbenefs
s largely the same wheher th decsion s viewad from a shor-ru o ong.1un penpec.
ve. One importnt factor that does change n  long-run aalysis, howeve, i he rme
i of mones. When eveal i peiodsar invuved n 3 dciion, the syt hould
ccountfor e fct hat 1,00 cash fow oday i iffret fom 5100 cashflow i ive
Seas. A dolla eceived lday canbeivested 0 cam s, whie te dollr received
v years canoo be invested over th inevening (e pri. The analysis o long-run
deciions rquies ool called capial udgrng. whch i covred in Chaser 16

Pitfalls to Avoid

denificton o the reevan costs and benefts s important siep i making any economic
docision. Nonethles, analytsofc overlook elevantcoss ot fncorrctly ncude il
cvatdt. i sction, we review fouecommon itakes o avoid i decision kg

1. Sunkcot. The book valo of an st e s sl cost s the -
multcddeprocinion i sunk cos.Sunk cosscanno b changed by any current
o fture course o cion, s hey s clevant n decision making. Neverte-
e, common behavioal endency i give undue impotance  bok vales
in eciskons tht Ivoiereplacing n st o isposin O Obslete ivenory:
Peopl ftcn ek ooy he st dciions by efusing o dispose ofan s,
even i beirallerntive has b denifid. The moral. fgore sunk coss

2. Uniced fved st Fo product-<osting purposes, e costs ofen are
divided by some ctiviy messur and stgned 10 fndividualunits of product
“The resal i 10 ke e cost appea varable. Wil the re egimate
ressons for this practic rom  prodic-coning prspective, i cancratc.

Ravoc i decson kg, Therchoce. - decinon aalysi, i o wualy wise:
10 ncude 1 cot n s ol o, rther tha 35 & er-uni cos. The
moral: Beware o uniized fxedcuss i decison makin.

3. Allocated fived costs. ¢ i 10 common o sllocteFxed costs cros divisons,
departments. o produc ines. A posible st s st product o depariment
may appear unpofitable when n realty it does make  contribtion toward
Coverig fixed costsand prfi. Before decding 1o climinae  department,be
e ok which cotwill b avided i  pricular alieraive b seeckod. A
fixe cost that s been llocted 0  deparment may cotine, i 0l ol
part, even e th deparment hasbeen liminted. The moral: Beware ofalo
cated ied cot, denty the avoldabe costs.

4. Opportunitycots Peope i 0 verok opportuity coss, o st i costs o
e ot han ok ocke s, Yt opporuey Cons s s el nd
imporant o making s coreetdecisian s e otof ocke coss. The ol iy
spectal aenion o dering and icling opportiy costs i decsion s
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Chapter Summary

L1 Drsrie seven stps i the decln-aing proess and the manuerin sccomant’s
ol i tha o, The decsin e e () sy e decion ol 3 secly
Cterion; 1 ety v, (4 devela  decn ot ()l he dis 0 et 2
e ) 7 s i
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Descrive seven steps i the decision-making process and ihe managrial
accountants role in hat process.

Explain he relatonship between quantaive and qualtative anayses in
aecsion making

Listand explan o crtera that mustbe satsed by relevantinformation

Ideruty elevant costs and benefs, Giing proper reatment o sunk costs, 0ppor-
tunty costs,and uni costs.

Prepare analyses of various special decisions, properly identiing the reevant
cost and benefts.

Analyze manuaciuing decisions invoing ot products and imied resources.

Explain he impact ofan advanced manufactusing envionment and aciviy-based
cosing on a relevant costanalyss

Formulate a inear program 10 sove @ roduct-i problem wih mlple con-
swaints (Appendia.

Decision making i  fundamental part of managemcnt. Decisions sbout the scquision
of cquipment, mix of prduces, methods of procuction. and picng o prodsts nd sr-

Vices confront managers in il types of rganizations. Thichapter covers the ol of
gl g et iy o comnen et Te s chper
Cxamines picing decinons.

Manageial accountnts e icresingly playing important ol s fll-ldged members
of crom-functional management tams. These management cas fce  brood ey of
deciion.including production markein. inancil nd other decsions. Al anagers
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d management tsms ned informtion pertinent o theie decsions. I suppor o the
dciion making process. managerial sceountans play 4 specific role in providng rl-
vant information. Thas, he managerial ccountant s e a good undersianding of
the deciions faced by managers troughout the organiztion.

Steps in the Decision-Making Process.
Seven teps characteiz the deciion-making proces

1. Claify he decision problem. Somctimes e decison o be made s cea Fo
Cxample f  compary feceives 4 spcial nle fo s product t o pric below
e s pic, the dcison proble s scept o e the ande, Bt e
deciion problns s sldont 30 clear and unanbiguous. eshaps demand for
 company's ot popola product s doclinng. Wht xacly s causing hs
problem? Incrcsingcompetition” Declining quality control? A new sicrnuive
procuct on the market? Belore  decision an b made, the problnsneeds o be
Clrfed nd deined i o speciic erms, Consdersble manageril il s
Tequired o defne  deciion probln i trm that can be addicssd efectvey

2 Specy heeierion. Once deision problen s b crfd,hemsnagee
ol spciy the crterion upon which  decision will e k. [ the objctive 0
mavimize pafi inccase ke e, minmie cos, o mprve bl ervice?
Sorntimet he cbjcines e i conflc, s 4 deciion i whee proccion
costs o be iz ot prodoct sty st be maitine. I suchcse.one
bjectiv i speified a e decson cririon—{or campl, cost minization.
“The s bjectiv s cblod s constn—fo cxample, e qualty
s ot e wore tha on defectve pat 1000 manufactued s

3. Hdenty thealernatives. A decision inolves selcing besween o o more
lcmative. 14 machin beak down, what s th alternaie counses of
action? The machinecan be repated o rplacd. o  relacement ca be
Ieascd But perhaps repie will turout e more coty than replacement.
Determining the possbie lernatve s ciical Sep i the deciion proces.

& Devlopa decision mode. A decision mdel Ny sivpifed pescnation o he
hoice ol Unnccessry deail are ipKl sy, ad the ot important
clments ofthe problem e ighlighied. Ths, th deciion model bngsfogeter
e clement e above: the crcron, e consiruni, andhe shermaines.

5. Collctthe date Abough he mansgeisl cccuntnt offn i e s |
g4 e o she s chiefly responsible for s . Selectng data pertinent 0 dec-
o 3 0 of he AAgEil o' S Xt s i o

6. Selctan allenatve. Once the decsion model s frrulated and heperient
dtaae collected the appropriae manager makes  decision.

7. Evaluate dciion effciveness. Afce dion hs becn mplemercd,the sl
ofthe decson st valsted with the abjcive ofmproing fuue ecisions.

Quantitative versus Qualitative Analysis.

Decision problens involvingaccounting dts ypicaly e specfed i qanitativ e,
“The crtera in such problems saaly clude objectives sch s profi masimization or
cont minimizaion. When & mansger makes  final deciion, owever, he qualiaive
Characteitics of te allrnaives can be Jut 5 Amporant o the quantiaive messurs
Qualitative characterstics ae the facors n 4 docision proben that camnot be
xprestd effcively n numerical term. To st suppose Worklwide Airways
op management i considering the climination of s b operaton i London.
Altines sablsh hubs a irpos where many of helr rotes itersect. Hub opeations
include facilies for i-light o0 preparation, icraft matenance and sore, and
adminisraive offce. A caefol quanittive snaysis dicuesthat Workdwide Aurways
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profi maximizing airmaive s o clininae the London hub. In making its decision,
Roweve,the company's managers il consider uch qualiative s i the it of
e closingon s London cmployees and o te moral o s emaiing employees i the
i’ Pai, Allnt, and Tokyo hubs.

“To claify what s a stake i such gualiaive analyss, quanitative anlysscanallow
e decision maker o put & “pric” on th sum otl of the qualtaive charcersics
For cxample, suppose Workdwide Airways” conrllr v op management  quanits
e analyis showing thatclinination of the London b will ncress anmusl profits by
52,000,000, However the qulitaive comsideratons (v the option of ontinuig the
London operstion. How important s thse quliaive consieraions 0 he op man-
agens? I they decde 1 continue the London opesion, the qulitative considertions
must e worh a esst S2.000,000 L them. Weighing the quantiative and qulitaive
conmiderations in making decsions i he cxence of mansgement. The sk, aperence.
Judgment s thical stndrds of managersallcome 1 bear o such dificulgoices.

it 14-1 depictsth seven sicp i the decision process, and the rlstonship
hetween quanitaive and qualiaive analysi

Obtaining Information: Relevance, Accuracy, and Timeliness

What critera should the managerialaccountan e i designing the accounting nfom-
i system tht supplics dat for decson making? Thice churctrstics of formation
tcrmine i weluncss.

Relevance _nformtion i relevant i i is periens 10 5 decison problem. Diffrent
dciions typically wil requie ifren dta. The peiary theme of thischapie is how
0 dcide What infrmaton  cevant 0 varous common decion poblens.
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Accuracy Informaton that is pertinca & decision problem alo must b accurate,
o will e o e use. Thi mcansthe nformation must b precise. For cxampe,
Cost ncurrd by Workdwide Arways o ent fcliis i London's Heathrow Aepot s
relvant 1 4 decsion abouteliminating the ailioe’s London hub. However, i the rental
cout dota e imprecis, due (0 ncomplete o misplced rocords, the usefulness of the
{aformation will b diminished.

Converscly. bighy accorse bt rclevant dua are of o vale 0  decision maker:
Supose Worldwide Airways wil conine s daily round-tip gt between New York
oo regantes of s decsion sbout liminating the London hub Precisc dats
bout uct comumpion on the New York-Landon roui ar irlevat 6 the decison
bout chosing down the London b,

Timeliness _Reevant and accurte dta re of value only if they e ey, that i,
avalable i e fo  dciion Thus, imelinss s the hird importscierion for eter:
mining e usculnens o information. Some suatons ive & rade-ol beoween the
accurcy an the imeliness of nformation. More sccurte nformaton may ake loa-
et 1o produce. Theror, s sccurcy mproves, hlness sufrs, and vie vrs. For
example. 4 company may tes-market a poental new product in 3 partculr city. The
longer the et narkeing pogran runs. the more accure will b the markeing data
eneraed.However, o wai o the accurae maeketin eport may unduly delsy -
e’ deciion o aunchthe new prductnatonaly

"Tosummarize the manageral ccountant' prsvry e i the decsion- miking pro-
cossis twolld:

1. Decide what information s refevans 0 cch decision problem.
2. Provide accuraeand imey dt, kecping in mind the prope blancebetwcen
heseofen-conflictingcrieria.

What makes information eevant 03 ocision problm? Two crters v impoctant.

Bearing on the Future _The consequences of {isionsare borne inthe future, ot
he past To be relvant 104 decsion, costor Jormation must ivolve a fuure
cvent. The cost informaton tlevan to Worldwide Airway' decison concening it
London oprations involves the costs that will b incurved n the fuure unde e i
Tin's two lcrmtives. Cost ncured nthe past n th aoc'sLondon oerstons
ot change reganlees of managemen’ decixion,andthey e rlevant o th decision
hand

Since relevant nformation iavlves fture events, the manageral sccountant st
prdic he s of the reevant cotsand beneis. I aking dhese predictons. he
ccountant ot will s ctimaies of cost behaviorbased on historical daa. There i n
mportan ad sube e hre. Relevant informution must ivole costsand benefits o
e reallzed n the fuure. However, th sccouniant’ pedicions of hose costs i ben-
it ofen e busd o dta from the st

Different under Competing Alternatives_Relevant informsion must nolve coss
o bnelits tha i amons he alernaries. Costs o benefi tha e the same sctons
il the avilable allermatves hav o beaing on the decision. For cxample, suppose
Workdwide Aitways mansgement decides (0 kecp it rserations und ticketing offce
in London regardies of whethe is London bl is climinted. Thn he conts of the
escrvasions and tcketing offce will not differ between the wo alematves regading
Clminaton of the London hub. Hence,those costs ar rclevan o that deision:
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