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Abstract
The four types of management accounting systems(traditional full costing, direct
costing, activity-based costing, throughput accounting) are compared in this study.
This paper reviews the differences between throughput and contribution margin.
The paper concludes that the definition of totally variable cost{TVC) to calculate
throughput is situational specific.

1. Introduction
1.1 TOC's Process of Ongoing Improvement[5]

«- TOC : The Theory of Constraints

- Identify the system constraints

- Decide how to exploit the system’s constraints

- Subordinate everything else to the above decision

- Elevate the system’s constraints

- If in the previous steps a constraint has been, go back to step 1. But do not
allow inertia to cause a system constraint.

1.2 Financial Ratio
1.2.1 Fundamental Concepts of Conventional Cost Accounting[3]

- There are direct and indirect costs : direct costs are variable and indirect
costs are fixed.
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- Summing component costs to derive a product cost and subtracting the result
from the sales price is a good way to determine relative product profitability.

- Inventory is an asset and working on material increases its value

- Reducing component costs directly increases profit.

1.2.2 Financial Ratio [8]1[9]1[10][11]
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2. Throughput Accounting Ratio
2.1 New Principles of Throughput Accounting[3][5]

- Distinguishing between indirect and direct costs is no longer useful.

- It is the rate at which the factory earns money that determines profitability,
not the contribution of each product.

- Inventory is not an asset. It is the product of unsynchronised manufacturing
and stands between you and profit. (including machines and buildings)

- Profit is a function of material cost, total factory cost and throughput.

- Throughput : Fresh money : Revenue - TVC Ex) Sales Price~-Material Cost

- Total Variable Cost(TVC) : Amount incurred when one more product is sold.
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- Operating Expense(OE) : All the money the system spends in turning inventory
into throughput

2.2 Throughput Ratio[3]

. o Throughput
Priority Constraint Time

. . _ _Return Per Factory Hour
TA Ratio Cost Per Factory Hour

_ Throughput
where Return Per Factory Hour= Time on Key Resource
Cost Per Factory Hour= Total Factory Cost

Total time Available on Key Resource
Throughput= Sales Price — Material Cost

= Selling Price — Raw Material Price
+ Departmental Throughput

= Standard Minutes of Throughput x Budgeted Departmental Cost Per Minute

where Departmental Efficiency= Total g:g:z%‘%z T Cost

.. _ Throughput
Labour Dfficiency= Direct Labour Minute

- Product Cost = Time Required on Focal Point x Cost Per Focal Point Minute
+ Material Cost

. . _ Total Facility Cost
where Cost Per Focal Point Minute= Focal Point Capacity Minutes)

) - Throughput
Departmental Ratio Total Facility Cost

3. Comparision of Management Accounting systems
3.1 Traditional Full Costing{2]1{4]{7]
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Az97t = AFAEY + AH=TY] + AXIHY]
- A ZZHEv) 0 7Y e, Overhead Allocation : Usually Volume Related
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3.2 Direct Costing [2][7]
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3.3 Activity-Based Costing [2][4]

- Traditional Full Costing B8 % wfj&F0]], 4dold] 5
- A|Z7dY] w5 W Cost Driver, Overhead Allocation : Based on Activity
Usage

~ 3.4 Throughput Accounting [1][2][4][6]

- Throughput(T) = w|& <% - TVC(Totally Variable Cost)
- 9ol = T - OE(Operating Expense)
@,  TVC: OEF #uAHANA 347t E7bestAY A Ha B7bsd
HE 4 &
OE = AFA&Y + AH=FH + AZRHY + 71Z2A530 - 7| DA +
o] 2 ARkge ]
- Goldratt’s Throughput = "1& % - FAH ) g7
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Axn(1) ~ W&y A5(1)
= j&d 9dghdel & x AuIdg
o, A3(1) : The cost of materials etc purchased (including machines

and Buildings)
4. Discussion [5]
» Maximize Throughput = Revenue - Totally Variable Cost(TVC)

+ TVC : Amount incurred when one or more product is sold.
* Throughput : Fresh money from the outside not shuffling money internally
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profitability : the rate at which the factory earns money.
- Subject to : CCR : Production, Supply, Sales, Demand Constraints
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