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Activity elimination focuses on nonvalue- added activities

Recognizing that it is important to be able to identify and distinguish the activities that add value from those that do not, this article focuses on developing a link between activities and the creation of value. The article begins by defining value, and then presents a classification for costs and activities. Finally,
proposals are presented to use these categorisations. The full text of this article is worth at iucr.org not due to technical difficulties. Recession or boom, companies need to sharpen their competitive advantage by applying Lean Management cost reduction principles—that is, eliminating non-value-added
activities or waste in the value stream processes. The Be Lean In Lean Management philosophy is all activities in an organization grouped into two categories: value-adding (VA) activities, and non-value-added (NVA) activities. Within the framework of Lean Management, VA and NVA activities are seen
from the customer's perspective. VA activities are those that provide additional value to products or services. Examples include entering orders, ordering materials, laying foundations, creating codes, assembling parts and shipping goods to customers. Customers are willing to pay for these improvements
that can change the shape, fit or function of a product or service. On the other hand, NVA activities are tasks that do not increase the market form or market function. Examples include archiving, copying, recording, waiting, counting, checking, testing, reviewing, and obtaining approvals. These activities
should be eliminated, simplified or reduced. By addressing waste from an end-to-end business process, not only can your business improve the value of its products and services, you can also achieve significant cost reduction, strengthen cash flow and emerge from the downturn with a stronger and more
competitive profile. 7 Waste sources There are seven waste sources in a manufacturing environment.  (Read more about Lean Manufacturing here.) Studies have shown that in a typical organization, about 90% or more of all activities fall into the NVA bucket. Although the explanations and examples given
below may be more relevant to the manufacturing industry, the concepts can be applied universally even to service industries. The seven waste sources are: 1. Waiting This is the inactive time that results from waiting for material and information, email queues from customers, delayed shipments,
equipment or system outages, and so on. 2. Over-processing This results from unnecessary procedures due to undefined customer requirements, lack of effective communication, product changes without process changes, redundant approvals, making extra copies and excessive reporting. 3. Defects This
is errors, scrap, rework, replacement, reinspection and retesting.  The reasons are incorrect data records, poor quality, weak process inadequate training, inadequate planned maintenance and customer needs that were not understood. 4. Excess movement This refers to any movement of people or
machines that do not add value to the product or service. Common causes include poor facility or office layout, double management, inconsistent working practices, and poor workplace organization. 5. Transport This refers to the transport of parts, materials and files or documents around the facility or
office. The reasons are poor facility or office layout, widely distributed equipment and workstations, and poor understanding of the process flow. 6. Over-production This happens when you do too much, too early and faster than required by the next process. The reasons are unclear targets, excessive lead
times and outdated forecasts. Tip: You should reduce your batch size to match the pace of demand. Produce exactly to customer demand, no more. 7. Excess stock This happens when you have more inventory than is needed for a job. It is important to address excess inventory because it has a huge
impact on cash flow. Tip: Review your material purchasing strategy – where can you buy them at a cheaper price, in smaller amounts and have them delivered to you more often? Eliminating waste The ability to identify waste in your organization is the first step towards its elimination. The next step is to
set up problem solving teams and enable them to reduce or eliminate waste. A common problem-solving technique is the Plan-Do-Check-Act (PDCA) method. (Learn more about PDCA tools and techniques here.) Involve your employees in problem solving or process improvement. If they know they're an
active part of the solution, they can identify sources of waste or savings that you may not be aware of. Please note that not all waste is of equal importance. You will need to identify the right waste — those that have the greatest impact on business case or bottom line. Continuous process In order for waste
to be successful and sustainable, an organization's senior executives must adopt a mindset to cut waste to reduce costs is an ongoing journey of continuous improvement. There must be cooperation between management and employees. A common mistake for senior executives to avoid is to treat waste
elimination as another one-off tool or quick fix. It is important to manage waste elimination as a strategic change initiative tailored to the organisation's vision, covering both cultural and process transformations. To learn more principles and frameworks for Lean Management and cost reduction, please
check out the author's business documents listed on Flevy here. Chapters describe cost management challenges. Chapter 10 presents three questions to be answered in this chapter. Is activity-based (ABC) enough of itself to improve efficiency? May cost ensure that an organization will meet its efficiency
targets simply by measuring costs more accurately by using ABC? Does the cost manager's responsibility end with making recommendations for improvement? Are the numbers generated by the ABC, by themselves enough to guide managers in correcting resource usage decisions? How do you know
that business-based cost management methods are worth while? Learning Goals – This chapter has 5 learning goals. The key steps in an activity-based management system are presented. The chapter explains how and why measuring costs and customer satisfaction values of activities are important for
processing improvement. Chapter 10 illustrates ways to identify and measure the costs of activities that do or don't add value to organizations. The chapter shows how the elements of an ABM system can help to identify opportunities for process improvements. It highlights the methods and problems of



implementing ABC and ABM. Activities-based Management (ABM) enables managers to evaluate costs and values for process activities to identify opportunities for improved efficiency. Activities based costing (ABC) focuses on (1) understanding how resources are used in current processes and (2)
measuring accurate product and service costs, given these processes. ABC provides input to, but is not a cost management system. ABM combines ABC analysis and value-added analysis. ABC determines major activities within the value chain, and identifies the organization's cost drivers and cost-drive
prices that are appropriate for each activity. ABM adds customer value to each activity, identifies value-added and non-value-added activities, and empowers managers to enhance value-added activities and reduce non-value-added activities. ABC is the basis for process improvements. There are five
steps used in ABC. Identify and measure different levels of resource spending. Resources are the result of management decisions to deliver capacity at unit, batch, product, customer, and plant levels to perform tasks. Costs for individual activities are measured. This involves determining the costs of
resources that are used to perform activities at all levels (unit, batch, product, customer, and facility levels). Cost driver bases are detected and cost driver speeds are determined. Cost driver prices are used to assign task costs to products, jobs, services, and projects. The profitability of products and
services is analyzed using the ABC unit level and full cost approaches. Cost ordering at unit level takes into account the impact of different products on resource expenditure. Full-costing considers the use of resources. Both unit-level information and full-cost benefit are useful for decision-making with
regard to products and It is also useful information to control the levels and amounts of resources required. When ABC is adopted and and in an organization, the next logical step is to achieve ABM to combine ABC and target costing. Target costing is based on setting target revenue and subtracting target
profits. If costs derived from the ABC system (called the currently feasible cost) exceed the target cost, then the costs must be reduced. In a competitive environment, organisations must conclude that if their currently feasible costs exceed target costs, there may be inefficiencies in their activities or there
may be non-value-added activities and costs that need to be eliminated. Value-added activities add value to products and services in the customer's eyes while meeting your organization's goals. Non-value added activities do not contribute to the customer travel value. Both internal and external customers
determine what value-added activities are. However, the real measures of value-added qualities show themselves when external customers agree to pay for them. ___Non-value-added activities do not contribute to customer value, and therefore the elimination of such activities will not reduce customer
value. However, their abolition will eliminate their costs. The elimination of non-value-added activities is a competitive necessity. In a competitive environment, an organisation should eliminate as much waste as possible, as competitors are constantly working to create more value for customers at lower
cost. If we do not remove non-value-added activities and costs, this will result in a price that is too high to be competitive. This results in lost sales. Alternatively, costs that are too high can result in profits that are too low to remain in the business. Even in environments where competition is non-existent,
organisations cannot afford to become complacent. For example, North American automakers were unprepared for attacks by cheaper, more reliable Japanese cars in the late 1970s and early 1980s. It took many years for North American car companies to restructure production operations so that non-
value-added activities could be eliminated. Because of union ized employees in the North American auto industry, there are some non-value added activities that cannot be eliminated due to agreements between workers and companies. Another uncompetitive environment that was redefined occurred with
the liberalisation of industries such as telecommunications, lorry transport and airlines. It is crucial to identify non-value-added activities so that they can be reduced or eliminated. In manufacturing companies, non-value-added activities include unnecessary stocks, bottlenecks that slow down productivity,
time and effort to get processing forward and inefficient processing. Value-added activities can be identified by answering two questions. First, it should be if an external customer would encourage the organisation to more of the activity. Secondly, one should ask whether an organisation would be more
likely to achieve its goal by carrying out that activity. Organizations not only have to decide whether activities are added value or not, they must somehow quantify the value of activities. Some activities, although obviously not seen as added value from a customer's perspective, may be necessary because
of laws, organizational policies, or even societal norms. ___Even if a dollar amount cannot be assigned to a task, it needs to be at least ranked, or classed in some way. For example, it could be said that some activities, on a scale from 1 to 5, are rated as 1 (clearly non-added value) to 5 (clear added
value). Measurement and evaluation of activities should be carried out by someone who is objective and knowledgeable about what customers value. The evaluator must also know what the organization must do to meet its goals. There are two obvious obstacles to finding such an evaluator. Everyone's
knowledge is limited to his or her own experience and knowledge base. Everyone is potentially biased in his or her response. These two problems are reasons for seeking contributions to the evaluation process from so many, different evaluators that are practical. If organizations use a team method to
evaluate value-added activities, they can seek input not only from team members, but also from internal and external customers. The process of identifying and ranking activities can be an overwhelming task. Moreover, since the reduction or elimination of activities that are not value-added may affect the
livelihood of employees, it can become a politically sensitive endeavour. Because functional areas and different departments and processes are linked, and interdependent, activities cannot be evaluated in isolation. For example, suppose that material inventory is evaluated and that it is deemed too large.
Some organizations show some inventory on the page to be non-value added. Evaluation of stock levels without taking into account production needs or lead times necessary to obtain adequate material would be a pointless exercise that could lead to bottlenecks, another non-value-added event. ABM
requires different tasks to be performed. ABM has two goals. Firstly, ABM aims to identify non-value-added activities to reduce or eliminate. It also aims to identify value-added activities to improve or build on. Secondly, ABM aims to redesign processes so that productive activities can be completed without
non-value-related activities. Activities that are not added value cannot be eliminated without reshaping the processes. A starting point for eliminating non-value-added surface tasks is to perform detailed activity analysis. Activities must be listed, item by item, by perceived customer value and a cost must be
assigned to the task. When activities are divided into broad categories, they should be broken again in subcategories. These subcategories are ranked, costs are allocated and assessed for the contributions each makes to the total cost and its contribution to value. It is during this business analysis that
ideas for redesigning the process begin to emerge. Activities with low credit ratings on the value added scale should be reduced or eliminated. A major goal of the business analysis is to identify opportunities for process improvement. Part of the analysis process should involve a persistent question of the
question why, to determine the real cause an activity is performed. Having identified non-value added activities and taken steps to eliminate them, a next logical question is to ask what to do with the savings. If currently feasible costs exceed target costs, the first response must be to reduce costs to the
level of the target. Any savings in addition to this can be used to lower prices, increase the perceived value in customers' eyes, or to move the saved resources to value-added activities. Activity-based cost savings and management offer feasible ways to evaluate and improve the efficiency of processes.
Their benefits may well exceed their costs. While ABC provides improved product or service cost information, ABM identifies opportunities to improve processes. Most organizations can benefit from process improvements. ___Critics ABC has referred to its failure to generate product costs that differ
significantly from traditional, functional costs, and argues that the costs of developing, implementing and maintaining ABC far outweigh the benefits. However, the proponents of ABM respond by arguing that ABC's product costs should only be seen as a product of ABM and improvement efforts for the
process. This is much more important than having accurate product cost information. ___Activity-based cost payment and management, while conceptually appealing, is nontrivial to implement. There are several factors that seem to affect the likelihood of success or failure in implementing ABC or ABM.
They are presented below. Are ABC and ABM for each organization? ABC and ABM seem to be practical tools in complex organizations that produce many complex products. Organizations that have been confronted with fierce competition have been at the forefront of the ABC/ABM movement. These
organizations have chosen ABM as a way to improve processes and profitability. Organizations that use ABM include manufacturing and service companies, as well as organizations that face competition due to deregulation of their industry. Can the success of ABC and ABM be guaranteed? The obvious
answer to this question is no. But for the organizations that have found success in implementing ABC and ABM, a key to their success is that Properly. The six Ps of planning that should be followed are Prior Planning Prevents particularly poor performance. For ABC and ABM, are 5 planning issues that
should be considered. The intended scope of the ABC or ABM project must be decided on. An ABC and/or ABM system can be implemented and used by cost managers or it can be extended to all operations in an organization. Regardless of the planned scope of use of ABC and ABM, it is wiser to start
small. A pilot project is the best way to introduce ABC or ABM to an organization. ___Translating the technical requirements of ABC and ABM in a feasible pilot project gives people in an organization time to learn, provides experience in identifying links across departments, groups, processes and data
collection, and reporting requirements for full-scale implementation. There are several factors that increase the likelihood of success in the implementation of an ABC and/or ABM system. The following resources must be in place. Management's commitment is crucial for the success of the planned
development and implementation of ABC or ABM. Unless top management is willing to act on the recommendations of the people who plan and develop ABC/ABM, it is unlikely that the new system will have much of an impact on the organization. It is the responsibility of cost managers to clearly and
accurately educate top management about the costs and benefits of the new system. Adequate staff and time must be devoted to the development and implementation of ABC and ABM. A 3- or 4-person law composed of cross-functional members must be released from their other tasks for as long as six
months (sometimes longer). Failure to appropriately man the project will result in a poorly planned endeavor that will, by necessity, include shortcuts and mistakes, and increase the likelihood of failure. Proper software and consultants to assist in the development and implementation of the system are also
crucial to the success of planned development and implementation of ABC/ABM. Most organizations need to seek external consultants to develop an ABC system. There is commercial software that can be purchased and adapted to the specific needs of an organization. Development of an ABC/ABM
system in-in-house makes it necessary for employees to maintain and update the system on an ongoing basis. This is not always possible. Using outside consultants who specialize in the development, implementation and maintenance of computer systems will bring the necessary technical expertise to the
project. One factor that spells doom for ABC and ABM, if not addressed from the beginning of planned development of ABC and ABM is resistance to change. Employees may feel threatened by the changes that ABC or ABM will undoubtedly bring. For some employees, these concerns are well founded.
One of the goals of ABM is to identify and eliminate activities that are not value-added. This can lead to the elimination of employees. Preventing resistance to change can by training and training employees, by encouraging widespread sponsorship and participation, and by rewarding change. The team
responsible for planning may need to identify ways to move employees who do non-value-added work to areas of value-added work. This is not always possible. ___International must be particularly aware of cultural differences in deciding which roles to play by employees. In some cultures, employees find
it unacceptable to challenge managers who are their superiors. In this case, a bottom-up, participative approach to implementing the new system may not work. A top-down approach may be necessary. Information that needs to be collected by the team before the ABC/ABM system can be developed is not
easy to obtain. First of all, the information is usually not available from the organization's information system. Observation, interview or survey of employees must be used to generate information as needed. The information obtained must be as precise as possible and practical in order to develop a sound,
functioning system. The analysis team must make recommendations to senior management after the study phase is complete. The team is the only group with intimate knowledge of the proposed system, including its strengths and weaknesses. The team must communicate its recommendations clearly
and honestly if the system is to succeed. Page 2 Do you have comments or suggestions for our Online learning centre? Your feedback is welcome. McGraw-Hill Ryerson Home McGraw-Hill Ryerson Higher Education McGraw-Hill Higher Education McGraw-Hill Education Privacy Policy Terms of Use
Copyright © 2000 McGraw-Hill Ryerson Limited. All rights reserved. Page 3 Key Terms and Glossary Search the textbook's full dictionary using the form below. The results will open in a new window. After the search form, the most important terms are shown in this chapter of the textbook. activity-based
management (ABM): evaluates the costs and values of process activities to identify opportunities for improved barcode for efficiency: creates a unique barcode for each order and enables the company to mark and track all orders electronically non-value-added activities: not contribute to customer-
perceived value pilot projects: a project with limited scope that is intended to be a small-scale model of a larger, possibly systemwide projects added-added activities: enhancing the value of products and services in the eyes of the customer while meeting the goals of the organization Page 4 SPAT Below
are Spreadsheet Application Templates (SPATS) for selected problems shown in this chapter. All are prepared in Microsoft Excel .xls format. The included each template is a Microsoft Word .doc file with for the construction of that template. If the appropriate software is installed on your PC and your
browser is properly configured, configured, files are opened directly in a new browser window. Otherwise, you will be prompted to save the file to your hard disk. ___If you have difficulty opening and saving these files, or if you prefer to download the entire collection of files as a single download, they are
available as a compressed package in this Website Resources module. Issue 10-35: Excel Template Instructions Page 5 Electronic Lecture Notes Click here to start viewing the electronic lecture notes for Chapter 10 in a new browser window. You must have the Adobe Acrobat Reader plug-in installed to
view these files. The plug-in can be downloaded for free from the Adobe website. For instructors, electronic transparencies are available for download in their original PowerPoint ® format from the Instructor Information Center. Page 6 Do you have comments or suggestions for our Online learning centre?
Your feedback is welcome. McGraw-Hill Ryerson Home McGraw-Hill Ryerson Higher Education McGraw-Hill Higher Education McGraw-Hill Education Privacy Policy Terms of Use Copyright © 2000 McGraw-Hill Ryerson Limited. All rights reserved. Page 7 Check numbers Below is Check Numbers for
selected problems in the textbook. Use these benchmarks to assess and troubleshoot your solutions. Problem 10.28Cost of activities rated 1 = $17,600 Problem 10.34Total target cost for 3 years = $7,200,000 Problem 10.35Total target cost for 3 years = $1 1 5,600,000 Problem 10.36Total target cost for 1
year = $6,800,000 Problem 10.43Total target cost for 1 month = $28,000 $28,000
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