Keep it simple strategy


Business Operation Model

· Model

· Special Features

Core Business Computing Model

· Business Operation and Accounting
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· Integration of business operation and financial accounting is well achieved by using auto-accounting technology, which is also called business-driven accounting and is the way that system automatically generates journal entries based on business activities type and accounting rules. This technology prevails traditional accounting, which is also called hand-booking, not only because it reduces the task load of accountant dramatically, but also it can record more business information economically. In EDP Financial, we can record more business information: account type, debit (functional/original), credit (functional/original), memo, customer/vendor, salesman, employee, order no, product, and project. This information will be useful to make multi-dimensional account-based financial analysis.
· Whole Supply chain costing and profitability analysis
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Chic, as a trading company, has a complete view of product overall costs rather than products’ purchased cost. However, the costing of product overall costs is rather than an easy work. Generally speaking, we can cluster costs into two logical groups: Sale-driven cost, investment-driven costs. The sale-driven cost can be further divided into two types of costs: direct cost, indirect cost. Keep in mind that, this discussion assumes that the business is market pulled, which is one of the characteristics of Chic business, rather than production pushed.
Below table presents the components of product Overall cost.

	Value Chain
	Group
	Type
	Main components
	Computing Solution

	R&D, Design costs
	Investment-driven
	
	1. New product development

2. New technique development
	Account and evaluate as investment.

	Purchasing cost
	Sale-driven
	Indirect
	1. Purchasing cost
	Allocated over cost object

	
	
	Direct
	2. Imported Material logistic cost
	Matched to material cost / Inventory cost.

	Production
	Sale-driven
	Direct/indirect
	1. Raw material

2. Ingredients

3. Direct labor

4. packaging material
	Direct cost matched to finished products

	
	
	
	5. Plant overhead
	Indirect cost, allocated to finished products

	Marketing
	Sale-driven
	Indirect/direct
	1. Market development cost

2. Promotion
	Indirect cost, allocated to market related products, or market/customer/brand level.

	Logistic
	Sale-driven
	Direct/indirect
	1. Inland logistic

2. Export handling

3. Ocean freight/Air freight

4. Ocean insurance

5. Custom duty/custom clearance

6. Documentation and Express
	Direct costs, matched to sold products as logistic costs.

	Customer Service
	Sale-driven
	Direct/indirect
	1. Customer services

2. Handling complaints
	Costs Matched to sale order / customer/market/brand level. 


In the following paragraph, we will discuss each value chain point and related costs. Then we will try to connect those costs together to get the figure of products’ overall cost.
· Investment-Driven costs: R&D, Design costs
R&D activities lay concrete foundation for Chic’s long-term sustainable business growth. They also cost resources and money. Unlike other cost like raw material or direct labor, which incurred when sale transaction happens, R&D cost incurs before market opportunity emerges. This is why R&D costs are called investment-driven cost. These cost incurs with an aim to explorer more market opportunity or improve production art to reduce production cost. So these costs will benefit the whole economical life cycle of products at R&D.
As a component of product’s overall product cost, how can we allocate theses costs to the products? What kind of cost object we can use to collect these costs? 
Solution

We recommend using R&D project, which record information of the products it develops, as the cost object. The costs incurred to a R&D project will be accounted with the information of the project. Practically, most R&D projects are managed in the way of project management. So we can also use project budget to control project costs.
It is better to put the R&D project expenses as investment, and this investment would bring benefit to company for a period of time. Then we can use capital valuation method to evaluate the effectiveness of this investment: how much we have spent on the project, and how much profit the project generates in its economical life cycle. This practice is also strongly recommended by EVA concept.
EDP Project Management provides standard project tools, such as project breakdown, task list, project documentation, project messaging, project budget control, and actual project expenses summary Etc. to help manage the projects. Please refer to PM in the latter part of this document.
· Sale-Driven costs 
The below chart presents how plant cost, logistic cost, imported material cost and its logistic cost, which are direct sale-driven costs, are matched to sale revenue for a certain sale activity.
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· Purchase costs
· Purchasing costs: At chic, purchasing costs incurs by trading department to organize production, raw material sourcing, package material sourcing, business trips Etc. These costs are indirectly connected to products of related production order and should be allocated over them. Solution: use production project to manage the production order and as the cost object to collect purchasing costs, then use production project budget control over the occurrence of the costs. 
· Imported material logistic costs: is direct cost associated to the materials. The below charts figures out how cost of imported material, including purchase cost and logistic cost, is collected and transferred to cost of goods sold.
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· Plant costs: As a trading company, Chic’s plant costs are reflected in the cost breakdown table which is used by trading manager to negotiate PO with factories. Solution: EDP provides standard BOM and Cost breakdown manager to maintain these cost information; in purchase order lines, each product have a cost breakdown ID. This breakdown ID will be transferred to stock-in records, and finally to stock-out records when cost of goods sold will be accounted. As the stock out record is connected to AR Invoice, so we match the revenue and plant cost in one line.
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· EVA
· VMI

· Projects and Investments

Business Functional Views
Sale Cycle

EDP system provides powerful tools to help our customer effectively manage their sale activities. They include:

· Planning tools: 

· Sale budget: to be developed.
· Sale expenses budget: to be developed
· Quotation: to be finished
· P&L Analysis: to be finished
· Shipping Schedule: to be developed
· Business Operation tools: 

· Sale Opportunities

· Sale order

· Price List

· Shipping Advice

· Stock-out and auto-accounting

· Invoicing and auto-accounting

· AR Receipt and auto-accounting

· Documentation

· Messages.

· Control point

· Price Check on invoicing.

· P&L Analysis in the order Quotation

· Reports (Feedback) 

· Order monitor report

· Sale Analysis By products, markets, customers, salesman, Trading department Etc.
· Profit and Loss analysis by Products, markets, customers, salesmen, EVA centres, Etc.
· AR aging reports

· Cash flow forecast from revenue

· Delivery request fulfillment report

· Budget VS Actual variance reports

Purchase Cycle

Planning tools: 

· Product Purchase budget: to be developed.
· Purchase cost budget: to be developed
· Costing: to be finished
· P&L Analysis: to be finished
· Shipping Schedule: to be developed
· Business Operation tools: 

· Purchase order negotiation

· Purchase order

· Shipping Advice

· Stock-in & Stock out and auto-accounting

· Shipping

· Billing and auto-accounting

· AP Payment and auto-accounting

· Warehouse & VMI management

· Documentation

· Messages.

· Control point

· Price Check on billing.

· P&L Analysis in the order Quotation

· Order report on the overall execution of the order

· Reports (Feedback) 

· Purchase progress against customers’ order

· Shipping schedule fulfillment report

· Purchase analysis by vendors

· AP aging reports

· Order report

· Price variance of bill price against order price

· Variance analysis of budget cost against actual cost

· Cash flow forecast from revenue
· Warehouse & VMI reports
Stock Cycle

· Planning tools: 

· Stock budget: to be developed.
· Business Operation tools: 

· Warehouse organization management

· VMI inventory operation platform

· Shipping Advice

· Stock-in & Stock out and auto-accounting

· Inventory check reports

· Shipping

· Documentation

· Messages.

· Control point

· Stock level control.

· Reports (Feedback) 

· Stock level control

· Stock aging reports

· Stock occupation of working capital analysi

Shipping Cycle

· Planning tools: 

· Shipping Arrangement: 
· Shipping expenses budget: to be developed

· Business Operation tools: 

· Shipping information

· Ship goods information

· Logistic information

· Shipment documentation

· Logistic price list

· Shipping bills and auto-accounting

· Bill payment and auto-accounting

· Control point
· Price variance scan

· Reports (Feedback) 

· Shipment analysis

· Shipping expenses actual against budget

FA Cycle

· Planning tools: 

· FA purchase budget: to be developed.
· Business Operation tools: 

· AP Invoicing and auto-accounting

· AP payment and auto-accounting
· FA addition and auto-accounting

· FA abortion and auto-accounting

· FA depreciation and auto-accounting

· Depreciation expenses auto-allocation

· FA transfer

· FA clear up and auto-accounting

· Control point

· Depreciation

· Reports (Feedback) 

· FA category report

· FA purchase actual VS budget variance report

· FA aging reports

Project Cycle

· Planning tools: 

· Project budgeting: to be developed.
· Business Operation tools: 

· Project breakdown

· Team member dashboard

· Task assignment

· Document review flow

· Project documentation and share

· Project message tools

· Project expenses reimbursement application

· Control point

· Budget control against project expenses application

· Schedule control

· Progress monitor

· Reports (Feedback) 

· Project progress report

· Project expense actual VS budget

Business Analysis Framework

Solution for EVA calculation

· Profitability Analysis

Actual sale data collection procedure:

· Sale information about customer, sale organization, products, ETD, Order no Etc..

· Sale Revenue: Comes from Sale invoices
· Plant cost: comes from stock out or AP invoices, with the cost breakdown drilled from cost breakdown table maintained in the database.

· Logistic cost: comes from logistic bills

· Imported material cost: comes from stock out of imported material records.

Actual profit against budget profit variance analysis:

When the actual sale data is collected, we can generate OLAP data cube to assist the variance analysis.

The budget profit is based on standard cost. The variance analysis is made using flexible budget that divided the variance into two category: Price variance and sale volume variance.

· Capital cost on capital occupation

1. Working capital:

· AR turnover:    Measures on Sale managers

· AP turnover:    Measures on Purchase managers

· Stock turnover:  Measures on Sale manager and purchase managers

2. Investment:

· Project investment: Measures on project managerss

· Fixed Assets       Measures on related managers

· Equity investment:  Measures on investment managers

3.  Finance:              measures on related managers

· Project life-cycle calculation



























































































