


One Way to Determine Unit Value
When a unit value is not readily available, one way to assign a value is to work with credible sources to conduct a unit cost analysis. The client or sponsor is a good source to begin the search. When the client or sponsor does not know a value, and no other credible source knows a value, it can be developed. Ask the client who is in the best position to help determine a value. The source to determine a value can be an individual or an ad hoc group can be designated to assist in the effort. After the source is identified and has agreed to assist in the calculation, proceed to facilitate the process as follows.

Step one. Define the unit of production or service under consideration. Examples of a common unit of product or service are; A completed customer help call in a service center; Delivering an order; Completing a service call at a customer’s residence; Assembling a cell phone; Assembling a bicycle, etc. A unit of service or a unit of production is uniquely associated with the way a unit is produced or created, or the way it is packaged or delivered. Example; Pencils are produced by the thousand. Therefore, one unit is 1,000 pencils.

Step two. Define the increment of time normally associated with how the unit is provided and identify the number of units during that time period. An increment of time may be per hour, per day, per week, etc.  The time and unit basis will be used through all succeeding steps to maintain consistency in determining the cost (value). 

Step three. Determine the direct costs of the unit of production or service. Direct costs can be traced directly to a specific service, product or department. Direct costs are those costs directly involved in creating or providing a product or service.  They may include things such as; wages and employee benefit costs for the time allocated to produce the unit, support activity by others directly associated with producing the unit, travel costs associated with producing the unit, supplies and materials.

Step four. Determine the indirect cost of the unit of production or service. Indirect costs associated with a product or service is an expense not directly traceable to a department, product, service, activity, customer, etc. Indirect costs and expenses are usually allocated to the department, product, or service. For example, rent, heating and air conditioning for the entire building, telephones, etc.  It also includes administrative and management salaries. There are several ways to allocate indirect costs. For example, they may be assigned to all departments based on the number of square feet each department occupies, or based on the ratio of the service to all services provided by the company. The client or department manager can usually provide information on how this is done in a specific company. If not, consult the finance or accounting department.
 
Step five. Determine the depreciation costs involved with the unit of production or service. Company assets that will last for more than one year, but will not last indefinitely are depreciated over a period of time. An asset is usually depreciated based on the number of years it is expected to be in service. Buildings, machinery, computers and other technology, equipment, furniture, fixtures, and vehicles are examples of assets that can be depreciated.

Step six. Calculate the total cost for one unit. The total cost is calculated by adding the costs from steps three, four, and five.  


       Copyright 2008  Ron Drew Stone    All rights reserved    www.performanceandroi.com

