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0 O O What did Ford do[J

Ford chose not to build expensive new plants. According to executives at Ford, it was worth it to keep costs under
control: "Sooner or later there's going to be a downturn and we'll be running down days and short weeks even with
the capacity we have." Ford's decision to limit its fixed costs even in the face of higher variable costs helped the
company to endure the business downturn in the early 2000s. Ford was better able to reduce its costs as demand for
autos fell.Capacity decisions also entail an ethical commitment to a company's employees. Most companies try to
keep a stable employment policy so that they do not need to fire or lay off employees unless there are huge shifts in
demand. In the economic downturn of the early 2000s, news stories about companies "downsizing” [ or, using a
term that became more politically correct, "rightsizing"[] abounded. But other companies managed the decrease in
demand without imposing large emotional costs on their employees. Companies that plan their capacity to allow
flexibility in meeting demand generally survive economic hard times better, without the emotional upheaval caused
by widespread firings and layoffs.Committed Fixed Costs Even if, like Ford, a company has chosen to minimize
fixed capacity costs, every organization has some costs to which it is committed, perhaps for quite a few years.
Committed fixed costs usually arise from the possession of facilities, equipment, and a basic organization. They
include mortgage or lease payments, interest payments on long- term debt, property taxes, insurance, and salaries
of key personnel. Only major changes in the philosophy, scale, or scope of operations could change these
committed fixed costs in future periods. Recall the example of the facilities maintenance department for the
Parkview Medical Center. The capacity of the facilities maintenance department was a management decision, and
in this case the decision determined the magnitude of the equipment cost. Suppose Parkview Medical Center were
permanently to increase its patient-days per month beyond the relevant range of 5,000 patient-days. Because
Parkview would need more capacity, the committed equipment cost would rise to a new level per
month.Discretionary Fixed CostsSome costs are fixed at certain levels only because management decided to incur
these levels of cost to meet the organization's goals. These discretionary fixed costs have no obvious relationship to
levels of capacity or output activity. Companies determine them as part of the periodic planning process. Each
planning period, management will determine how much to spend on discretionary items such as advertising and
promotion costs, pub- lic relations, research and development costs, charitable donations, employee training
programs, and purchased management consulting services. These costs then become fixed until the next planning
period.Managers can alter discretionary fixed costs easily——up or down——-even within a bud- get period, if
they decide that different levels of spending are desirable. Conceivably, managers could eliminate such
discretionary costs almost entirely for a given year in dire times, whereas they could not reduce committed costs.
Discretionary fixed costs may be essential to the long-run achievement of the organization's goals, but managers
can vary spending levels broadly in the short run.Consider Marietta Corporation, which is experiencing financial
difficulties. Sales for its major products are down, and Marietta's management is considering cutting back on costs
temporarily. Marietta's management must determine which of the following fixed costs it can reduce or eliminate
and how much money each would save:
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