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Design and Project Management Residuals

Solomon Coyte treats design and project management as

sales supportfunctions and are included in Sales expense.

Sales Bxpenss = Selling Expense + Design Resicual + PM Residua

However, dealers e inconsistent n how they classify Design and PM COGS and expenses,

Therefore, Solomon Coyte developed the residual concept to normalizs nstalled margin, COGS and expenses,
\We do this by setting COGS to the lesser of 70% of service revenus ortotal departmental expense,

The remainder s eported as design or project management residual In SG8A,

Typical Scenarios

Scenario 1: Dealer apples design COGS that exceed 70% ofevenue,
understating installed margn.

Renorted Design Expenses S200K
(less: Allocation to COGS) 000K
Total Departmental Expenses §0K
Design Service Revenue 100K
Total Dept Expense % of Revenue %

Adjusted Design COGS
[70% o $100K] o $200K, whichever s lss

Design Residual
Reported Dept Expense- Adj Design COGS

Scenario 2 Dealer recognizes design revenue but [tle orno COGS,
overstating nstalled margin,

Reportec! Design Expenses $200K
(lss: Allocationto OGS Rl
Total Departmental Expenses $200K
Design Senvice Revenue $100K
Total Dept Expense %o of Revenue 20%

Adjusted Design COGS
(705 of$100K] or $200K, whichever s ess

Design Residual
Reported Dept Expense -Adj Design COGS
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