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Overview

What's Inside

General

The GraphiTech Budgeted Hourly Cost Analysis prog(also referred to as BHR
or Budgeted Hourly Rates) has been designed tage@n informative and easy to
use system for the efficient analysis of Individaaroup equipment cost centers.
The basic concept revolves around the methods aféBied Equipment. Using the
Burdened approach, all equipment accepts its fairesof costs such as inventory
storage, office help, parties for clients, etc.slikiall done on the basis of history.

Historically, each company is aware of the costdration and the installed cost of
the equipment used in production. Utilization of flgures derived from an
historical standpoint will yield statistically acaiie equipment costs when used with
some generalized forms of filters, such as empleféeiency, vacation times,
replacement costs, etc.

Data Files

If you have a previous version of the “Professidagtimator” from GraphiTech,
there may be many files that you have already edefair the DOS version of the
BHR (Budgeted Hourly Rates) program, however tha flles associated with our
Windows version are loaded to the C:\Project Fest” folder.

If you would prefer to start off using the filesybave created earlier, then you will
need to copy thprimary.bud from the EST folder along with all other files theave
no extension and that end in either a 2, 3 or 4 sisabdick32, abdick33, and
abdick34. They need to then be pasted into the C:\Progiiées\BHR folder.

Register Features

If you are installing the program for the first #myou will need to obtain a license
code from GraphiTech prior to using the BHR porsiaf the program. See
installation.
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Workstation

The PC required for use with Budgeted Hourly Coséalgsis may be minimally
configured as follows:

e 133 MHz Pentium — 200 MHz desired
» 16 MB of Ram -- 64 Meg desired
 1-3 GB Hard Drive

Network

Various networks may be used with BHR however, eratkstation processes it's
own set of data and that data is not shared withreton the network. In addition,
each workstation is loaded with its own versiorBbfR.

Splash Screen

The screen shown below (Figure 1) is the firstgpesar when you start to load
Budgeted Hourly Cost.

GraphiTech Computer Systems Present...

Budgeted Hourly
Rate Analysis

Millennium Yersion

Version 1.5.20

() 2001 =, Thatcher of
GraphiTech Complter Systems

b

Figure 1 — Splash Screen

Installing Budgeted Hourly Rates

To loadBudgeted Hourly Cost Analysisisert the CD into your drive and close the
door. If the CD includes other programs from Gidglh, you will either be
presented with a menu of items from which to sefecir choice, or a group of
folders. If you see the selection menu, chose Bigdigeourly Cost. If you see a
group of folders, double-click the folder entitiBddgetedHourlyRates (All One
Word).

The following should clarify the screens you witleeunter during the installation
process. Please follow these steps.

4 « Qverview
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Select Installation and Program Folder
Once you have passed by the first screen of thallason Figure 2 appears.

'?, Budgeted Hourly Rate Analysis Setup

Beqgin the installation by clicking the button below,

Click this button to install Budgeted Hourly Rate Analysis software to the
specified destination directory.

Direckory:
’7C:'I,Pru:ugram FilesiBHR, Change Directory

Exit Setup

Figure 2 — Installation Folder

In general, you will always install the programaihe folder shown (C:\Program
Files\BHR). This is because the program is harceddd look into this location to
find files it will use for analysis.

Program Folder

?, Budgeted Hourly R ate Analyziz - Chooze Program Group |

Setup will add items to the aroup shaown in the Program Group box,
You can enker a new group name of select one From the Existing
Groups list,

Prograrn Group:

Existing Groups:

w103 e
Accessoties
ACD Systems

Adaptec Easy CD Creator ¢
Adobe

Aebacus Popup Contrals
America Online
AudinCatalyst

Fweri Producks
-

Conkinue I Zancel |

Figure 3 — Program Group
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This will specify the program folder name where yeant the application icons to
reside when you click the Windows Start buttontom Vindows taskbar. This is
normally your Station’s Hard Drive, aOT the Network Drive.

The default name for the Program Folder will apadhe top of the list boBHR).
Click Continue to proceed without making any changes.

Progress Bar

.E Budgeted Hourly R ate Analyziz Setup
Destination File:

CWINDOWS S STEMIMSCHR T20, OnCH

Zancel

Figure 4 — Progress Bar

As files are placed into various folders, the pesgrbar will identify the time
remaining. If it does not move for a long periodiafe (more than 5 minutes) you
may need to press CTRL-ALT-DELETE and click End Kassorder to exit the
program. Reboot your computer and try the insialtaagain.

Occasionally, you will see that a particular fieaibout to replace another file with a
version number that is higher than the one beistailed. You are generally asked if
you wish to keep the older version and you sholwéys answer by clicking Yes.

Print & Help Routines Using Vista or Higher
Operating Systems

Help Routines: This version of the BHR program will probably wamou if you try
to use the help menu that a file is missing thata the use of help. Please follow
the directions from Microsoft for installing the Wilp32 file at
http://www.microsoft.com/kb/917607.

Print Routines: Vista and higher operating systems do not permaitibplay of

print routines with this program. As a result, yaust print the results directly to
your printer or, if you wish to view the file firgprint the file with an XPS extension
to your desktop. Then dbl-click the XPS file towié on screen as well as print it.

Technical Support

If you need further assistance, please call ounrtieal support hotline &00-634-
TECH. Send written documentation of problemstpport@graphitech.coand
both Scott Thatcher and/or Nelson Wiscovitch wétteive the document. Or visit
our web site atvww.graphitech.confor the latest news, updates, questions and
answers.

6 * Overview
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Running Budgeted Hourly Cost

Start-Up

Accessing the Program

After installation, you may usually find the progrdy clicking on Start, Programs
and looking at the end of the Program List forltst installed program. It will be
called BHR. If you find that the executable progranEmpty, you will need to place
the shortcut into the folder manually.

\C:\Progiam Files o =10l =] ]
£ B e » S
. ‘ % ‘ ) R
e Up Cut Copy. Paste Undo Copy F
HR o [=] B L‘
Ei Lo Favortes ﬂelp. - | Madifis
€ .+ | ¥ B | *
Haeh Faward Up Cut. Copy Paste Undo 84204
- 81174
Address | . i =
J ol re__SS_ID C:\Program Files\BHR J 1084
! | Narmne | Size | Type. | Modifisd | - - /1340
] 5TRUMST 0on SKE 000 File 10/9/01 12:35 PM A
STEUNST.LOG 9KE  LOG File 10/8/01 8:46 PM 10484
AWWD, A rlin abime 104801 253 PM 841840
[o camer.,  dpen : 10/8/01 304 P 4154
a Cattin ﬁcal"t.WIEh Martor Anbving 042401 304 M SR
8] Camer 3 Addt0Zip , 10/2/01 304 P ts B4/
| ] Comer (2 & to Budaet Houly Rafeszip 10/8/01 2.04 PM 441541
b | (2] prirnan B £ and E Ml Budget Hour Fiates ap 10/8/01 304 PM 4154
2] budge SendTo | 1048401 303PM = 844700
=] Meinle 10/8/01 1:41 PM /400
] el Ut 1048401 1:41 PM 31440
| 8] Meinie Copy 10/8/01 1:41 PM = 240
Q Meihle Create Shorteut 10/8/01 1:41 PM u—
s8] FHalel Delete 10/4/01 1:39PM ‘i _Q_ My Corputer
2] 3Holel Bename 10/4/01 1:39 PM by clis @ i
|2 Halel — 10/4/01 1:39 PM
8] 3Holel__ Mropetties 10/4/01
CAarre 1om aer PR
Open

#sat| [ @ AS RS E 2| B B Qe e ] oo | Qe |[Se [Bed
Figure 5 — Creating Shortcut

With Explorer, open the folder called Program Fidesthe C drive. Then open the
folder called BHR. Change the View to Details sattyou can more easily find the
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executable program called Budgeted Hourly RatesRéglet Click on the file name
icon and then right click on the Create Shortcat #ippears in the list. A shortcut
will immediately be placed into the folder calletiB and will be called Shortcut to
Budgeted... etc. Place the cursor over the Shontigit, click and left click the word
CUT.

Now open the folder called C:\Windows\Start Menod?ams\BHR and right click
in the blank area of the window. Left click the @d?aste.

Now edit the name to remove the word “Shortcut @od the “.exe” which will
leave just the name Budgeted Hourly Rates foritaenme.

Creating an Icon on Desktop

You may now access the program right from the $tartu. If you wish to have an
icon on the desktop, simply go to the start andjym screen, select BHR and right
click on the Budgeted Hourly Rate program that rappears there and select Create
Shortcut. You will be told that “...you cannot doghdo you want to have it appear
on the Desktop instead?” Answer Yes.

Splash Screen

The first window that appears when running the paoginitially is the Splash
Screen. See Figure 1.

Importing Existing BHR Data

In order to import your existing data (assuming ysed the previous GraphiTech
Dos Program) you will need to get to the EST foloethe Server. Locate the
following files:

Primary.bud

All files with the extension of 2, 3 and 4 as irdatk32, abdick33, and
abdick34

Budget.fyl

Now copy these files into the C:\Program Files\BféRler which will over write the
existing files. When you start the new BHR progrgoy will be able to use the old
files with the newer BHR program.

Running BHR

Budgeted Hourly Cost & Reverse Engineering

There are two programs contained within this ihati@in. The first is the BHR
program that is the primary method used to evalteost associated with each
piece of equipment in the plant.

The second program is called Reverse Engineeriridpi$ program, the user
identifies the various retail prices they are cotigecharging for a given production
cycle and are then provided with the setup up andtspeed for that piece of
equipment.

8 ¢ Running Budgeted Hourly Cost Guide to Using Budgeted Hourly Costs



Password

Prior to running the program, you must obtain sspasd from GraphiTech. This is
done by clicking on the Help Menu located at thedbthe form. See Figure 6.

- = IEII_X_!
Fie Help
4 'w'ages and Efficiency T 5. Indirect Costs T B. Reverse Engineering
1. Pleliminal_v Inforr E GraphiTech's Password Program =]

[GraphiT-ch

This i the Pazsword Protection
area of thiz program. To gain

Budge

access bo the main program
provided, click on Start below
and infarm GraphiTech of the
Key Code that appears below,
‘You will be given a
corresponding Password that
you will type inta the area called
Password, This will unlack the
main program for pour use,

Stant |

Key Cads; I G407 Password; I|
Execute Refresh | Cancel |

Exit L

Figure 6 — Password

Call GraphiTech at 1-800-634-8324 and ask for thesRord to your Budgeted
Hourly Cost program. We will want to know what yd{ey Code is and that is
obtained by clicking on the Start button below plagagraph. Once you have the
correct Password entered, click on Execute Refilése password is accepted, you
will be told that it worked. Since this area is podtected, do not access the
password again or you will be required to get aeogassword. You will be warned
several times however.

Preliminary Information

The figure on the cover of this documentation cetissif the names of each piece of
equipment that is being analyzed in an itemizedlfishe list is empty, or you need
to add additional names, then enter the new piEegupment at the bottom of the
second window. When ready, click the command butlentified as “Start
Analysis.” The “General Information” screen therpagrs as shown in Figure 7. The
information contained here represents items thahathy apply to any equipment in
the plant, and should generally be changed onlg emceflect those values. Once
identified, they do not need to be changed unless jusiness practices change or
costs increase such as Utility Rates.

Most of the information is self explanatory. Themeof the file created is
PRIMARY.BUD and is located in the \Program Files\Bkblder.

Guide to Using Budgeted Hourly Costs Running Budgeted Hourly Cost « 9



General Information

& Millennium Budgeted Hourly Rates M =13
File Help
[ 4. Wages and Efficiency T 5. Indirect Costs T E. Reverze Engineering
1. Preliminary [nformation T 26 I Inf it T 3. Equipment

Name of Equipment: |Meih|e 2Color

Current Social Security Tax R ate in Percentage |71—
M aimum 5 alary &pplied to §5 'Wages Deduction: Im—
‘Workman's Comp [ of 5 alary]: |1—
Unemployment Compenzation in Percentage: IB—
t aximum ‘wages Taxed for Unemplayment Comp: Igggg—
Group Insurance Premium [$Aeek]: IZSD—

Retirement or Pension - Percentage of S alaries: |4—
Power Consumption Cost ($/Kwh]: Igg—
Paid Y acation Days: Im—
Paid Holidays: Im—
Current Rent [$./5quare Foot): |-|3—
Insurance of Equipment (% of Cost] |2—
Property Tawes (% of Equipment]: |5—

I‘I‘I—

Depreciation Used [Percentage Straight Line]:

Total Equipment Cost within Plant in Dollars: IQEDDDD
Tatal Square Feet of Entire Plant: |1UUUU

Figure 7 -- General Information

The last two line of the General Information inautie Total Cost of all equipment
and the Total Square Footage of the plant. Theseteces of information are used
to create the “Occupation” burden of each piecequfipment. Because the costs of
the area that is occupied by the equipment is blassdn physical footprint than on
the a burdened value, we use the “Occupation Blrtdecapture a more reflective
cost of business for this equipment.

Equipment

Once the General Information is complete, clicklomtab identified as Equipment
and you will then enter the information requiredshewn in Figure 8.

Identify the total cost of the equipment plus tbetof installation and other
incidentals. Remember that even if you buy the mgeint used, you may not be able
to replace the equipment without making a new pasehso in general, be sure to
use the new, replacement costs along with all llest@aluations.

Also, look over the equipment manual and entekradwn motors and their
horsepower along with the expected usage duringalgeor during the actual
production cycle. The number of motors and horsegoequirements along with %
of usage is not generally a significant amountefannualized costs however, to be
as accurate as possible it is requested you draee tvalues.
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E‘E Millennium Budgeted Hourly Rates

0

Meihle 2Color
r
r
r
r
r
r

Figure 8 — Equipment

Wages and Efficiency

In this section, we will enter the number of empgley, space requirements, wattage
and efficiency levels. The screen appears as showigure 9.

B Millennium Budgeted Hourly Rates

|

=1

=] ™ =1 T
=1
=
= —t

500

=
=

1 —
(=

Figure 9 — Wages and Efficiency
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Number of Employees. Up to three employees may be added to each piece of
equipment. If you have more employees using théewgnt than you have room
for, combine the wages onto a single line.

Squar e Footage of Workspace: The square footage of workspace should represent
the “Occupation Burden” which is defined as théoraf the installed cost of this
equipment divided by the total cost of all equiptmanltiplied times the total square
footage in the plant. Note that the total squaadge includes non-productive areas
such as warehouse, reception area, etc.

Occupation Burden of Square Footage: If you select the recalculate button to
determine your burdened square footage, then tbalation will be done for you. If
you change your mind and wish to use whatever wabuehad there previously, you
may do so up until you actually click on the ca#talbutton. Then the previous
square footage used is overwritten by the new valaeer versions of this software
will include this ratio for this piece of equipmenthelp in calculations later on.

Average Hours Per Week for Employees: It is the consensus of this company that
you should never analyze your equipment using aevgteater than a normal 37-40
hour work week, even though you may have more ¢menshift. Even though the
result of more hours is to lower your costs, tiipraach will result in financial
disaster should you ever need to cut back to dessigft.

However, if you have a history of maintaining a tiaghift environment for this

piece of equipment, then it is an acceptable oskdrease the number of hours from
40 to 80 for example. This would be the equivatdgrdperating the equipment for
two shifts on a daily basis.

An Arc Burner

Why we have included this piece of archaic equipn@p this program is beyond
me. If you are analyzing an arc burner, then ethiemwattage and % of usage for the
equipment. This was really meant to be the nostalgéa of analysis.

Total Wattage of Lighting

This is another area of possible burdened costoAgh we don’t make this
calculation automatically, you may perform it usthg same equation as mentioned
previously. This again should be based on yout weagtage for the plant multiplied
time the ratio of installed equipment divided btataequipment In this way, you will
again recover all of your costs for the entire pl&towever, because these costs are
fairly insignificant, a guess in this area may b#isient.

Efficiency

The efficiency of the plant is based entirely omniytype of operation. In general,
70% is the expected efficiency level of employ&imply enter in 4 values, 1 or 2

of which you feel describes the efficiency levelyofir operation. The sample shown
identifies 4 levels of efficiency; 100, 80, 70 &@Po. The higher efficiency you use,
the less cost per hour for each piece of equipnierhember to be objective when
choosing an efficiency level. Look at the time yeuanployees spend reading job
tickets, going to the restroom, coffee breaks, Bt amount of time an employee
spends in non-productive areas divided by the tote available for production
represents an approximate efficiency level for #raployee.

12 « Running Budgeted Hourly Cost Guide to Using Budgeted Hourly Costs



Sample Efficiency Calculation

Let's look at an example. Your company pays fottithe an employee spends on
lunch as well as 10 vacation days per year plusald sick days. In addition, 15
minutes two times a day are spent on coffee brébke also allocate 30 minutes
for the restroom, 15 minutes for talking, and ab@utinutes reading work orders,
etc. per day, we have the following allocationiof;

If the work day is based on 8 hours per day, 5 gayaveek, then a total of 2080
hours per year are available (52 weeks x 8 ho@rsglays). The amount of time
allocated to non-production or non-chargeable iteifishe:

20 days x 8 hrs 160 Hrs
30 minutes lunch x 52 x 5/60 130

30 minutes coffee x 52 x 5/60 130

30 minutes restroom x 52 x 5/60 130
15 minutes talk x 52 x 5/60 65

45 minutes work order x 52 x 5/160 195
Total non-productivetime 810 hrs

The equation to determine efficiency would therabdollows;
2080 hrs - 810 hrs = 1270 hrs;
Efficiency = 1270/ 2080 = 0.61 or 61% efficiency

Thus, in this example, it would be wise to eithetr down on the time each employee
uses for non-productive activity or face the pasigjtof having to accept lower than
normal profitability.

Your Responsibility

Since productivity is the responsibility of manage) you must weigh the ultimate
effect of having a low efficiency for your planh $ome cases, because of the nature
of the business, efficiency does not have to bEgtsas 70%.

As you can see, efficiency drops rapidly even thoiigppears the employee is

working continuously. But remember, profit is basedefficiency and current retail
pricing structure. Therefore, if you offer time t#énefits that exceed the norm, you
may need to watch the amount of time used by enepl®jor breaks, restroom, etc.

Indirect Costs

It is in this section you will be able to enteriiratt types of labor and costs. See
Figure 10. This screen enables us to enter iteatsatbuld normally slip by in the
normal course of events.

Indirect Wages: For example, the first question asks for the irdiveages such as
management, janitor, accounting, inventory conttit, The method of allocating is
basically similar to the “Occupation Burden” prewsty discussed. Using the ratio
previously calculated for equipment costs, simplytiply this ratio times the total
cost of the indirect wages used.
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[EE Millennium Budgeted Hourly Rates M=
File Help

[ 1. Prefiminary Information T 2. General Information T 3. Equiprnent

4. “Wages and Efficiency T h_ Indirect Costs! T E. Reverse Engineering

Name of Equipment: |Meih|e 2Color

Indirect ‘Wages per Year Applied To This Center: Imgg—
Supply Costs per vear &pplied Ta This Center: Im—
Repair Casts per 'ear Applied Ta This Center: |2500—
General Factory Costs [$/71] &pplied To This Center: |-|2[|[|—
General Seling Costs ($/1] Applied To This Center: |-|500—

Calculate BHR |

Figure 10 — Indirect Costs

Supplies are handled basically on the basis obhctsts. However, you may elect
to use the burdened approach here as well. Singolyp all costs associated with
supplies over the past year, and then multiply $ithe ratio previous calculated.
This latter method has some disadvantages howleseause some equipment may
be very expensive to maintain while simultaneobsiyng used very little, thus
producing a very high operating cost.

Repairs: Repairs are also evaluated the same as suppltesr Biethod will provide
sufficient cost distribution.

General Factory Expense: General Factory Expense is a type of catch-allgoate
Items such as repairs to the plant, installing agveonditioning, etc. represent costs
of doing business and need to be allocated. Adalliguch costs and multiply times
the ratio previously calculated

Additional Costs Applied to Selling Overhead: This is an often-neglected area.
Sales people, for whom you provide a draw or salagy be entered here. Obtain
the total amount paid in this category and multipityes the ratio previously used.

Conclusion of Budgeted Hourly Cost Analysis

The Budgeted Hourly Cost Analysis program doedaed information to any files.
This is done so that you may analyze equipmentonitdestroying any data you
may wish to preserve in your current file structure

The program will generate multiple files for eaébge of equipment you evaluate.
They can be identified with the same name as ytered at the beginning of this
chapter. They will have numbers associated witimttieat reflect the tab data used.

Once you obtain the Budgeted Hourly Cost for yayuipment, you may either enter
that value into your data files in Order Entry obJ osting, or continue with your
analysis by reviewing the Reverse Engineering sectext.
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The Print Out

Once we have the data filled out, simply click ba button at the bottom of the
screen identified as Calculate BHR. The followiegart is then issued which is a
basic accounting of what was entered.

&l Budgeted Hourly Rate Analysis O x|
BUDGETED HOURLY RATE ANALYSIS FOR: Meihle 2Color

TOTAL BENT:............. §26,000.00
TOTAL INSURANCE:........ §3,000.00
TOTAL PROPERETY TAXES:...§7,500.00
TOTAL DEFRECIATION:..... §16,500.00

TOTAL FIXED CO3TS:..553,000.00

TOTAL DIFRECT WAGES:..... §76,960.00
TOTAL INDIRECT WAGES:...51,000.00

TOTAL WAGES:..577,960.00

TOTAL LIGHTING COSTS:...593.60
TOTAL MOTOR COSTS:...... §485. 75
TOTAL ARC COATS:........ 0.00

TOTAL POWER COSTS:..5582.38

TOTAL VARIABLE & FIXED COSTS:..5131,542.38

SIEEIEIILSE ¢ cccooooosoooo o §3,000.00
S0CIAL SECURITY TAk-1:..5Z,958Z.00
J0CIAL SECURITY TAX-Z:..52Z,215.20
S0CIAL SECURITY TaX-3:..50.00

53 TAXES-INDIRECT:...... §71.00
WOREMAN'S COMP:......... §779.60
UNEMPLOYMENT COMP-1:....5360.00
UNEMPLOYMENT COMP-2:....5360.00
UNEMPLOYMENT COMP-3:....50.00
UNEMPLOYMENT COMP-INDIR:g60.00
INAURANCE-DIRECT:....... §260.00
INSURANCE-INDIRECT:..... §3.38
PENSION & RETIREMENT:...53,1158.40
REPAIRS:..cvvucrrunnnnns §2,500.00

TOTAL ¥AR. COATS:...515,709.58

Figure 11 — Summary Costs
After you have reviewed the information, click ¢retbutton at the top entitled Next.

The second screen of data provides us with ourléick at what the Budgeted
Hourly Costs are for this piece of equipment.

In the middle of the form of Figure 12, we notettthee Total Annual Costs are
identified for this center. And just below thatrtés the true Budgeted Hourly Costs.
Now here is where the Efficencies really come ityy.

Note the difference between running the shop a¥d8ficiency and at 60%
efficiency. Now, there is not a company existingttban operate at 100% efficiency.
But our goal is to attempt to achieve that ratecaBse when we do, our costs are
lowered to such an extent, that we will most ofjenthe bid.

Printing out the Report

The button at the top of the page of Figure 12 pgimit you to print the report to
your default printer. It is printed on a single8L% sheet.
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&l Budgeted Hourly Rate Analysis - Equipment & Employee _ O] x|

BUDGETED HOURLY RATE ANALYSIS FOR: Meihle ZColor
Exit

""""""" Print BHR
TOTAL VAR. CO3T3:...51,200.00 Ll

TOTAL SELL. O'HD:...51,500.00

TOTAL ANNUAL CENTER COST:..5149,951.96

PLEASE NOTE THE FOLLOWING DEFINITIONS
(&) represents the Mammfacturing Cost per chargeable hour and is obtained
by diwviding the Factory Cost by appropriate chargeahle hours. (B) is the
Budgeted Hourly Cost and is obtained by dividing annual cost by hours.
[C) is Budgeted Ewmployee Cost obtained by diwviding B by the # of employees.

—————— L memesosososos i sososososssoses [ cosssssss
% of Tot Manuf Budget Enployee
Hrs Hr= Cost/Hr Cost/Hr Cost/Hr
100 3840 §77.32 §78.10 §39.05
50 3072 §96.65 §97.62 548,81
70 2688 §110.46 §111.57 §55.79
60 2304 §128.86 §130.17 65,08

Select Desired Budgeted Hourly Rate for Rewverse Engineering
100% Eff §0% Eff 70% Eff G0% Eff

" §78.10  §97.62  §130.17  None

Figure 12 — Actual Budgeted Hourly Rates

Selecting Your Efficiency

At the bottom of Figure 12 you may select the appate efficiency for this
equipment. As mentioned previously, a value betwsei@0% is generally
considered to be the normal range for most compaiiitee value selected will be
used in the next section entitle “Reverse Engimgeoif Known Cost Centers”. Click
on the button identified as Exit.

Reverse Engineering of Known Cost Centers

Introduction

In the case that we are working on, we now knowhitngrly cost for this piece of
equipment, but how do we determine the speed dcédgiugoment and the set-up time
in order to fully load the data into our press fileestimating?

We have two ways really. The first is to look at tiperating manual for the
equipment and plug in the values designated fdr bpeed and setup time. The
second method available to us is what we will labkext.
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Reverse Engineering

It is known as reverse engineering because it aligimkes what we think is true (or
hope to be true as we’'ll discover later on) anckbamit the speed and setup times
from a set of known pricing values.

Now this isn’t such a stretch to try and work a groblem this way. After all, we
are faced with competition, and we also need a odetl estimating that provides
answers that closely resemble what the competitiap be charging.

The Truth and Nothing but the Truth!

But Reverse Engineering does more than just proxadewith speed and setup
times. It provides you with the truth!

A quick example is in order. Let’s say that we diggred our small press needs to be
priced at $45 per hour cost as a result of our BiH&lysis. We also know that the
manual states the maximum speed for this pred308 Bh and the minimum speed
is 3500 iph. In addition, we know the setup timé#oabout 5 minutes. Let’s further
assume that we want to have a 30% markup appliedrtoosts.

The competition charges $45 for 1000 flyers and0#8@ 10,000 flyers, using 20#
bond. We know that the retail cost for the pap&4iv and the retail cost of the
Plate is $6. That leaves the following: $45 — 4=$35 for one thousand and $300 —
40 — 6 = $254 for 10,000.

So we fill out the Reverse Engineering form as showFigure 13 and obtain the
report shown in Figure 14,

& Millennium Budgeted Hourly Rates

File Help

[ 1. Preliminary Infarmation T 2. General Information T 3. Equipment
4. Wages and Efficiency T 5. Indirect Costs T

Current Center Evaluation

Name of Equipment: |ZBDick360

Enter the Percent Markup for this Center: Ig,g—
Enter Quantity 1: W Enter Price: |35—
Enter Quantity 2: IW Enter Price: |254—
Enter Hourly Cost for this Equipment: |45—

If wou wish to evaluate a given piece of equipment where you
already know the retail price at several quantities, then this small
routing will enlighten and surptise you. After you have entered all
required data, click the command buttan below for results that
describe the speed, setup and pricing atwarious quantities. If you
wish to analyze a new piece of equipment, enter that eguipment

name attab one.
Calculate |

Figure 13 — Reverse Engineering of Small Press

Interestingly, we find that this press must be afet below its minimum operating
speed and requires more than two times the amdwetop. Since we know that
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cannot be the case, even allowing for a reduceeldsgering start up, we elect to

. Reverse Engineering of Known Center

Figure 14 — Reality Check

increase the markup to see if that makes a difeerémthis reality! Figure 15 now
shows a much different picture. Rather than acogpinly 30% Markup, we see that
we can actually obtain 200% markup if we are abletarge the kind of rates that
our competition does. In other words, if are are &b accept less than $200%, then
we should be able to win ever bid that comes oy wa

Figure 15 — Now That's a MarkUp

Now reviewing Figure 16 shows the incredible troftthe competition’s pricing
structure.
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. Aeverse Engineering of Known Center = =1E3
The Ecuipment Specified as Meihle 2Color
Will Hawve A& Rated Straight Line 3Speed of
5547 @ Quantity Level 1000 and
5547 @ Quantity Lewvel 10000
Retail $/M are $35.00
With Retail Set-Up Price of $10.67.
at a Rate of 545.00 Per Hour and 200 FPercent Mark-Tp.

¥our Cost before Mark-Up will be §11.67 Per Thousand.
and includes $3.56 as Set-Up Cost.
Fou will be using 5 Minutes for S3et-Up Time.

Quantity Cost Retail
100 $4.37 $13.10
200 $5.18 §15.53
300 $5.99 §17.97
400 $6.80 §20.40
500 §7.61 §22.83
1000 §11.67 $35.00
2000 $19.78 §59.33
3000 $27.89 $83.67
3000 §36.00 §108.00
5000 §44.11 §132.33
6000 §52.22 $156.67
7000 $60.33 §181.00
8000 $658.44 $205.33
2000 §76.56 §229.67
10000 §84.67 §254.00

Frint Repart

Figure 16 — Speed and Setup Time Right On

With the report now showing a speed of 5547 anetapstime of 5 minutes, we
know the values are correct. A quick check for 1886ws the cost of the press run
to be (1000/5547*60 + 5)/60 * 45 = 11.86 which nhate closely with the value
calculated above.

In addition, we also know that based on the speddsatup times shown, out cost
for this job is $11.67 for a 1000 and $84.67 foj0D0. That in itself gives us a lot of
latitude in determining where we want to be whenfthal price is given to the
customer. With a 200% MarkUp, we have an incredéoieunt of flexibility in
determing what the final price will be.

And we can give that price without feeling like just gave away the entire farm!
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Glossary of Terms

Occupation Burden

The Occupation Burden is calculated by using thet obthe installed equipment
divided by the cost of all equipment multiplied émthe total square footage of the
plant.

Burdened Equipment

A general method of allocation that distributes+pooductive costs such as office
personnel, estimators, clerical help, etc., toasiproductive methods within a
company.
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