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The safe way to double your money is to fold
It over once and put it in your pocket.

- Frank Hubbard




Expense vs. Capital

A Expense

I Ordinary (common and accepted in your trade or
business)

I Necessary (helpful and appropriate for your trade
or business; not necessarily indispensable)
A Capital
I One-time costs
A e.g. going into business, business assets

I Yields benefits over multiple periods
A e.g. improvements
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Cost Breakdown Structure

Research and development Operation and maintenance Systen;ggzssi?ut ]

© Manufacturing
Advanced R&D engineering
Engineering design

® Tools and test
equipment

e System engineering

e Electrical design

Disposal of
nonrepairable
system/product
element

System product
retirement

@ Personnel
@ Support equipment

Operations

e Operating personnel

® Operator training

e Operational facilities

e Support and handling
equipment

Maintenance

e Maintenance personnel and

® Fabrication
® Assembly

e Mechanical design

e Reliability

e Inspection and test
e Quality control
® Material (inventory)
e Maintainability
e Dependability
e Availability
e Manufacturability
e Human factors

e Logistic support
o Analysis

Equipment development
and test

eEngineering models
e Test and evaluation

e Packing and shipping

level
- Intermediate level
- Depot level
- Supplier level
Spare/repair parts
- Organizational level
- Intermediate level
- Depot level
- Supplier level

Construction

Manufacturing facilities
Test facilities
Operational facilities
Maintenance facilities

e Test and support equipment

maintenance
e Transportation and
handling
e Maintenance training
e Maintenance facilities
e Technical data

System equipment
modification

Initial logistic support

e Program management

e Provisioning

o Inital spare/repair

e parts Initial inventory
management

o Technical data
preparation

® Initial training and
training equipment

e Test and support
equipment acquisition

® First destination
transportation

support - Organizational

e Transportation and
handling
® Facilities

Documentation

Figure 5.5 Typical cost breakdown structure (from W. J. Fabrycky and B. S. Blanchard, Life-
Cycle Cost and Economic Analysis, 1991, pp. 29, 333. Adapted by permission of Prentice-Hall,

Englewood Cliffs, NJ).




Break-even Chart

Break-even
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Figure 10.1 Break-even chart.




How Capital is Amortized

A Amortization
I An accounting concept

I The recorded cost of a capital asset minus
Its estimated residual value (amortization
base) is distributed over its estimated
useful life

I Similar to the straight line method of
depreciation

cost salvagevalue
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Make vs. Buy Analysis

A Reasons to Make A Reasons to Buy
I Cheaper to make I Cheaper to buy
I EXxperience making it I No production facilities
I ldle production facility I Avoid fluctuating/
available seasonal demand
I Compatible and fits in I Inexperience with making
production line process
I Partis proprietary I Avallable suppliers
I Not dependent on I Maintain existing supplier
supplier i Higher reliability and
i Fragile part A $ packing qgual ity (but ée.
I High transportation costs
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Make vs Buy Analysis
(for 20,000 Gas Filters)

Make
Option

Variable cost
Direct materials $100,000

Direct labor 190,000

Power and water 35,000

Gas filters $340,000
Fixed costs

Heating light 20,000 20,000

Depreciation 100,000 100,000

Rental income ~$35,000

> Total cost $445 000 $425,000
S Unit cost $22'25




Cost of Borrowing/Investing

A Principal

I Initial amount of money in transactions involving
debt or investments

A Interest rate

I The cost or price of money expressed as a
percentage per period of time

A Interest period

I A period of time that determines how frequently
Interest is calculated
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