Navigating a Harvard Case Packet

The opening screen of a course Harvard Case Packet.
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1. To begin navigation through the packet, choose one
a. click the list view tool located top-left of screen adjacent to Home
b. click the right-facing pointer in the middle right/left of the screen
c. click on the Paper Icon trail at the bottom of the screen

d. double-click image
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2.  From the List View, a. click a thumbnail to highlight the case and b. click the preview tool to open
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Balanced Scorecard

INSIGHT, EXPERIENCE & IDEAS FOR STRATEGY-FOCUSED ORGANIZATIONS

Article Reprint No. BO603A

Aligning the Board of Directors

By Robert S. Kaplan and David P. Norton

Case file opens in the content frame of the course.
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3. Click right-facing (or left) pointer to preview cases, double click case to open
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<% Capital Budgeting-Discounted Cash Tlows- Protected.pdf

% Harvard Business School 9-298-068
| Rev. June 28, 2000

%

) Capital Budgeting: Discounted Cash Flow Analysis

. A company buys a machine for $500,000 and depreciates it on a straight-line basis over a
five-year period for tax purposes. The investment would result in cash cost savings of
$200,000 per year, before taxes, for five years. At the end of five years, it was estimated
that the machine would be sold for $75,000. The gain on the sale of the machine would
be taxed at a 40% rate. Is the investment in the machine attractive in economic terms,
given all of the cash flows? Please assume that the cash flows occur at the end of each
year, that the tax rate is 40%, and that the appropriate discount rate is 8%. What is the
net present value? the internal rate of return? the payback period?

o

. Schmidt AG. is dering the replace t of three hand-loaded block milling
machines with an automatic milling machine. The three hand-loaded machines are only
three years old and were purchased at a total cost of DM 300,000. The useful life of the
machines at the time of their purchase was estimated to be fifteen years. The salvage
value at the end of the fifteen years was estimated to be zero.

Schmidt A.G. can continue to use the three hand loaded machines for their remaining
twelve years. The machines would continue to be depreciated at a rate of DM 20,000 per

Case file opens in the content frame of the course.

Page 3 of 7



Navigating a Harvard Case Packet

4. Click a file image icons to preview cases, double-click file image to open
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Assessing a Firm's Future Financial Health

formulation of goal

b 4

the
cost,

of programs in

system before its severity is reflected in the financials, and to consider corrective
time and money are exhausted. The avoidanc

programs.

Case file opens in the content frame of the course.

SCHOOL

9-

REV: UL

201-077

Assessing the long-term financial health of a company is an important task for management in its
and strategies and for outsiders as they consider the extension of credit, long-
term supplier arrangements, or an investment in the company’s equity. History abounds with
examples of firms that embarked upon overly ambitious programs and subsequently discovered that
their portfolio of programs could not be financed on acceptable terms. The outcome frequently was
at considerable financial, 1 and human

1t is the responsibility of management to anticipate future imbalance in the corporate financial
ction before both
of bankruptcy is an insufficient standard
Management must ensure the continuity of the flow of funds to all of its strategically important
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5. An opened case file can be managed with the following tools,
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Butler Lumber Company

After a rapid growth in its business during recent years, the Butler Lumber Company in the
spring of 1991 anticipated a further substantial increase in sales. Despite good profits, the company
had experienced a shortage of cash and had found it necessary to increase its borrowing from the
Suburban National Bank to $247,000 in the spring of 1991. The maximum loan that Suburban
National would make to any one borrower was $250,000, and Butler had been able to stay within this
limit only by relying very heavily on trade credit. In addition, Suburban was now asking that Butler
secure the loan with its real property. Mark Butler, sole owner and president of the Butler Lumber
Company, was therefore looking elsewhere for a new banking relationship where he would be able to
negotiate a larger and unsecured loan.

Butler had recently been introduced by a friend to George Dodge, an officer of a much larger
bank, the Northrop National Bank. The two men had tentatively discussed the possibility that the
Northrop Bank might extend a line of credit to Butler Lumber up to a maximum amount of $465,000.
Butler thought that a loan of this size would more than meet his foreseeable needs, but he was eager

Move through case files
Save individual or entire packet
Print individual case files or entire packet

Open case in a new window
Move through pages of a case

Decrease or increase magnification of the entire page
Click to scroll vertically through pages of case
Click to view one case page at a time
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6. Search function,
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a. Typeinsearch term

b. Click search tool
c. Move from location to location where term is found
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Left margin tools,
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193-070 Accounting for Indirect Costs

The Allocation Process

Even though overhead rates are almost always predetermined, it is easier to think about the
process of allocating indirect costs to cost objects as if allocations were done during or after the
production process has taken place. After production has taken place, there is no uncertainty about
what resources were consumed and what was produced.

The production process, whether for products or services, consumes resources. To obtain or
replenish those resources, cash must be expended. For example, supervisors of direct labor must be
paid, along with landlords, insurance agents, and building service suppliers. The first step in
allocating indirect costs is to assign these expenditures to cost centers. Some cost centers may not be
directly involved in the process of production, but they provide services to production cost centers.
The costs of these service centers need to be allocated to production cost centers so that they can be
allocated to products. For example, the costs of a payroll department in a manufacturing plant might
be allocated among the production cost centers served by the payroll department. Any costs of
service centers not allocated to production cost centers will be treated as period costs, which may
cause the measured full cost of cost objects produced to be understated.

Many different allocation bases are used to allocate different costs to cost centers. Some
commonly used bases include payroll, number of employees in the cost center, space occupied or
used by the cost center, value of materials processed in the cost center, the number of transactions
within the cost center or with other cost centers, and the overall level of activity with the cost center.

Once all indirect costs are assigned to production cost centers, cost drivers need to be
identified to assign the costs to products or services. Ideally, the cost drivers selected should allocate
a fair share of the indirect cost to each unit. If all units of products or services are homogeneous, then
a cost driver related to volume is usually appropriate. However, when a variety of products or
services is produced, cost drivers such as labor hours, machine hours, number of setups, or
fransactions are often nsed  Frhihit 1 is a schematic diaoram far a cast accanntine svstem far a
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