The Garment Costing Guide

for small firms in value chains

“" International TRADE IMPACT

/,s\ greartlctlfe FOR GOOD



© International Trade Centre

The International Trade Centre (ITC) is the joint agency of
the World Trade Organization and the United Nations.

Street address: ITC
54-56, rue de Montbrillant
1202 Geneva, Switzerland
Postal address: ITC
Palais des Nations
1211 Geneva 10, Switzerland
Telephone: +41 227300111
E-mail: itcreg@intracen.org

Internet: www.intracen.org/publications



The Garment Costing Guide

for small firms in value chains



The Garment Costing Guide: for small firms in value chains

About the guide

This guide shows small garment manufacturers how to cost both traditional and value-added services they
can offer their clients. It also shows how to reduce costs while aligning production processes and being better
informed when engaging in contract negotiations.

Publisher: International Trade Centre (ITC)

Title: The Garment Costing Guide: for small firms in value chains

Publication date and place: Geneva, August 2022

Page count: 133

Language: English

ITC Document Number: SEC-22-65.E

Citation: International Trade Centre (2022). The Garment Costing Guide: for small firms in value chains. ITC, Geneva.
For more information, contact: Matthias Knappe (knappe@intracen.org)

For more information on ITC’s Global textiles and Clothing Programme see:
https://www.intracen.org/projects/Global-Textiles-and-Clothing-Programme-GTEX/

ITC encourages the reprinting and translation of its publications to achieve wider dissemination. Short extracts of this paper may be
freely reproduced, with due acknowledgement of the source. Permission should be requested for more extensive reproduction or
translation. A copy of the reprinted or translated material should be sent to ITC.

Digital image on the cover: © Shutterstock

© International Trade Centre (ITC) 2022

ITC is the joint agency of the World Trade Organization and the United Nations.

ITC, Palais des Nations, 1211 Geneva 10, Switzerland (www.intracen.org)


https://www.intracen.org/projects/Global-Textiles-and-Clothing-Programme-GTEX/

The Garment Costing Guide: for small firms in value chains

Foreword

For many developing countries, the textile and clothing industry is vital. It is a principal manufacturing sector
and a first step to industrialization. While garment manufacturing has been lucrative in the past, this is
changing. What’s more, COVID-19 has accelerated this change, which has a disproportionate impact on the
sector.

Garment manufacturing has evolved from a simple manufacturing operation into a complex service industry.
The actual cut and sewing operations are the simplest and least remunerated tasks. First-generation garment
producers in Asian cities such as Hong Kong, Singapore or Seoul have transformed from simple product
makers to multinationals. They operate globally and invest in engineering, advanced information technology
and cutting-edge technology.

Yet most small and medium-sized garment manufacturers in developing countries, and especially least
developed countries, have not adapted to this changing industry. They remain focused on simple cut and
sewing operations, provide few services and produce commodity-type garments. They may not know how
to develop their services and doubt their customers would pay for them.

To stay in business, these companies need to expand their services. All-inclusive costing is an essential step
for this expansion. Accurate costing and valuing are the first step to move up the value chain. Without that,
the all-important business case cannot be made.

This publication offers guidance to small garment manufacturers so they take an important step towards
becoming a preferred supplier to their strategic customers. It also serves as a manual for basic service
operators to provide guided training to small and medium-sized enterprises (SMEs), especially with regard
to costing services that go beyond sewing operations.

The guide forms part of the International Trade Centre’s (ITC) technical assistance to support the textile and
clothing sector in developing countries. ITC also offers training and coaching on lean manufacturing, yarn
and textile knowledge, material sourcing, product development, design and digitalization along the apparel
supply chain.

This publication was developed within the framework of the ITC Global Textiles and Clothing programme
(GTEX) and its application in the Middle East and Northern Africa (MENATEX).

Pamela Coke-Hamilton

Executive Director
International Trade Centre
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Executive summary

Textile and clothing companies face similar issues when determining the cost and value of their garment
manufacturing operations, no matter where they are. Most small and medium-sized garment manufacturers
in developing countries remain focused on simple cut and sewing operations, providing low value services,
and producing very basic commodity-type garments. As a result, these companies often do not know how to
develop their services or believe that their customers would not pay more for them.

Accurate costing and valuing are the first step to moving up the value chain.

Most manuals teach garment costing as a list of costs: material, trim, and cut and make (labour + factory
overhead + factory profit), which add up to free on board (FOB) cost.

This guide provides manufacturers with a view on costs that garment makers find along the value chain and
that are beyond manufacturing.

In addition to traditional garment cost sheets, it provides garment manufacturers with a key tool for planning
and decision-making. It explains how to measure and calculate overhead costs, introduces job costing —
which allows companies to retroactively calculate the exact cost of an executed order — enabling factories to
compare their profitability vis-a-vis their clients and determine which styles generate higher profits.

It also describes costing to increase productivity, through labour training and better organization.

Technology and engineering are reshaping the garment industry. This guide offers innovative ideas for small
factories to become strategic suppliers to e-commerce businesses. For example, through closer
collaboration with their customers, they can issue smaller production runs and improve speed-to-market.

Finally, the guide also contributes to a wider discussion on how to balance risks and rewards between
manufacturers and brands or retailers. This will help to avoid situations similar to those witnessed during the
COVID 19 pandemic, where brands and retailers were unilaterally cancelling orders, postponing shipments
or requesting price reductions.
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Chapter 1
Basic Costing is not enough

There are many books on garment costing. This one is different, if only because most of what we know about
costing is incomplete or incorrect.

Often, factory owners consider costing as a list of elements, material, trim and cut and make (CM), i.e.,
labour + factory overhead + factory profit, which together add up to the free on board (FOB) cost. The
challenge is that the FOB itself is not relevant. Whatever the cost, the price a buyer will pay is determined
by value.

This is particularly challenging in the world of garment sourcing, because the buyer has often already
negotiated the price of the fabric at the mill and has designated every trim supplier and price, leaving only
the CM to discuss. Factories that provide only the CM are finding it increasingly hard to compete.

To make money, factories have to provide value in excess of their cost. To do so, they need to go a step
beyond their normal operations to find out what the buyer really wants, establish how much it will cost to
deliver and how much the buyer is willing to pay.

The capacity to understand and tap into the value demanded by the buyer makes the difference between
factories that are fighting day-in, day-out to keep their heads above water, and factories, both big and small,
that understand the secret and are building a viable and sustainable future.

This guide is a manual for cost-to-value costings. It shows how to quantify both cost and value and in so
doing, increase both the profit accrued by both the factor and the buyer. And it does so using data that
factories normally already collect.

The fundamental problem

Our industry is faced with a fundamental problem: increasingly the decisions made are based on an outdated
model on reducing costs and therefore do not deliver the solutions required for a service-oriented industry
that should focus on value.

We blame this on incompetent management. Where once CEOs held their position for a decade or longer,
their life expectancies are now just two or three years.

We blame this on our inability to keep up with an ever-changing industry. We continually search for better
data and more sophisticated analysis to tell us what is going on in our own company.

Whereas in fact, the real problem lies with the decision-making process itself. We operate in a world where
managers are increasingly more educated, with access to ever-more sophisticated tools, and yet often reach
their most important decisions by asking veterans of the industry, also known as let’'s-ask-cousin-Phil.

The industry today has many Cousin Phils. They may indeed be someone’s cousin, a senior manager, a
well-known expert, or an international consultancy. What they all share in common is their ability to provide
plausible solutions to every problem.

The problem is that the solutions they propose are based on past experience within a given context of
operation, such as the quota system. These solutions do not necessarily take into consideration future
developments in the textile and clothing industry, nor do they necessarily consider a service-oriented
approach as is being advised.
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Here are two examples of how decisions are often made in the garment industry.

Box 1 Continue producing, or invest in environmental upgrading?

A senior executive at a major leatherware company is concerned about consumers” ever-growing environmental
concerns.

Since leather is probably the fashion industry’s greatest source of pollution, the executive thinks that perhaps his
company might do well to take a proactive approach:

e  Communicate with the end consumer;

e  Show that his company works with the very best tanneries in Italy, Spain and France, while avoiding the
very worst;

e Open a new division producing vegan leather clothing, shoes and handbags.
Before going further, the senior executive goes to the president of the company’s leading brand.

The president is adamant: ‘Are you crazy? | have been in this business 25 years and | can tell you that our
consumers don’t focus on pollution. They care more about design and status. If you open up this can of worms
you will put us all out of business!’

And he is right. At least until the moment he is wrong, at which point the whole company folds and Cousin Phil
goes on to write his best-selling book about his adventures in the leather trade.

What is true of from the customer perspective is equally true for the supplier.

Box 2 Remain a product maker based on cost advantage, or become a service supplier?

A factory owner operating in a cheap labour country believes he should evolve his business from being a simple
product maker to a more sophisticated service provider. This will require some worker training and employing
better educated technicians and managers, but he believes the services will more than pay for themselves.

Before going further, our factory owner goes to the head of the national industry organization.

The head is adamant: ‘Are you crazy? | have been in this business 25 years and | can tell you that our customers
don’t care about services. They only care about low FOB price. Take my advice, concentrate on keeping costs
down. That is how our industry was established and it is what will keep us going in the future.’

In this case, the head of the industry organization is creating a self-fulfilling prophecy. With this approach, both
buyers and suppliers will agree — buyers come for inexpensive basic zero-service goods. If they want higher value
fashion goods with services, go elsewhere.

The problem is that both local factories and concerned outsiders don’t like it when customers continually fight for
lower CM prices.

On the other hand, since low CM price is the only thing these factories offer it is hardly surprising that
customer/factory negotiations would be focused entirely on the subject of CM price.
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Despite the many changes that have occurred over the years, senior managers often still look to established
experts who often continue to have this singular focus on cost-cutting.

In the future, managers will be asked to make the decisions on a wider understanding not just of cost but of
the factors that drive value.

How factories and customers have changed their approach

This book provides information about where the industry is headed and the direction factory owners should
be taking to be at the cutting edge.

To understand how this has evolved, it is important to understand the three models the modern global
garment industry has operated within since the 1950s.

Competitive model

In the early days, when products were limited to cheap, basic commodities such as T-shirts, cotton casual
trousers, basic woven shirts and underwear, customers’ expectations were inevitably extremely low: a
decent garment shipped on time at a low, low price. Very quickly, supplier selection became a zero-sum
game where the lowest FOB price won the order. Because there were many more factories than customers,
factories became disposable tools — if low prices forced one factory to go out of business, there were two
more ready to take its place.

In turn, factories took the same position with regards to their workers. Because workers were for the most
part semi-skilled semi-literate women, they too were seen as disposable tools. If 10 workers quit, there were
20 more ready to take their place. It was the era of the zero-service factory, where suppliers were equipped
to do nothing more than cut and sew. Today, 65 years later, despite sophisticated modern technology, many
customers still remain firmly trapped in the competitive strategy mentality.

Cooperative model

In the mid-1970s, the move from commodity to fashion created an opportunity for change on both the
customer and the supplier side. Customers (retailers and brands) began to recognize that while pushing
down factory manufacturing prices might bring price reductions of 50¢-70¢ per unit, transferring product
development work to the factory and developing fast turnaround could save up to ten times that amount.
Where once factories were limited to the status of product makers, they could now upgrade and become
service suppliers.

Both the customer and supplier recognized that in order to meet the needs of the industry, they had to
cooperate with each other to develop the necessary services. Under this new strategy, the zero-sum
competitive model slowly began to go out of fashion, reduced largely to factories producing only commodities
or subcontractors. At the top of the pyramid were the full-service transnational giants and the specialist
factories able to achieve strategic-supplier status.

Collaborative model

This model is still in a nascent state. New industry customers, particularly large and smaller e-commerce
companies, are the catalyst for this latest model in which the entire supply chain is hollowed out.

In the cooperative model, the customer gave the supplier increased responsibilities. In the collaborative
model, the role of the customer is reduced to the first stages — determining what the consumer wants and
providing the factory with the original design — and the final sales and marketing stage. Everything else is
ceded to the factory.

In this new model, both the customer and supplier side recognize that neither can move forward without the
other. Consequently, the relationship between the customer and supplier is a true partnership. Where
originally this concept was limited to newcomer customers, we now see a growing realization that what is
relevant to e-commerce is equally relevant to the industry as a whole.
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The great factory question: | want to provide services, but will my client pay?

Here comes the great factory question:
‘I want to provide new services. | want to develop the necessary skill sets.
‘I am willing to make the necessary investment in terms of time and money, but my customer will not pay.’

This has been a common refrain from managers for decades. And at one point it was true. However, over
the last 20 years, some factories have evolved to provide new services and are able to charge premium
prices, because their customers recognize the need for these services and will pay for them. Now the apparel
industry is moving into a service driven industry and factories that are unable to evolve will be under intense
competitive pressure.

Buyers that have adopted the cooperative model recognize that important costs come from the areas where
a zero-service factory is unable to play a role. By cooperating with a full-service factory, the buyer can still
considerably reduce their costs, even after paying the full-service factory a premium for their value-added
services.

As the customer increasingly benefits from the services provided by suppliers, so their demands for value-
added services grow to the point where almost all pre-production, production and most post-production is
given over to the supplier. This is known as the collaborative model.

These three models reflect the changing customer/supplier relationship: from the competitive, where the
supplier is seen as a disposable tool; to the cooperative, where the supplier is seen as an important asset;
to the collaborative where customer and supplier join together in partnership.

Evolution seldom takes place uniformly. The global garment industry follows the same pattern. Some
businesses remain trapped in an already outmoded competitive system. Others, having moved ahead to the
more efficient cooperative system, will in turn become trapped when the industry moves on, making the
previous, seemingly more efficient system outmoded. Finally, there are those who recognize that the future
lies with the collaborative system, where customer and supplier become locked together to create greater
value and increased profits for both sides.

Fairness between the customer and the factory

There is a growing argument that customers (retailers and brands) should pay their factory suppliers a fair
FOB price. This discussion began in lower labour rate industries up to the point at which they were often
paying prices that were below factory costs. The data is clear, and many factories have been forced to close
because of low FOB prices.

The conclusion is that the fault lies with the customer and therefore they should be forced to pay a higher
FOB price.

However, when we look at this problem using a cost-to-value analysis, we see a different picture. The
problem is not that customers are paying these factories less, but rather that customers are paying everyone
else more. The data is equally clear. Customers pay a lower price because the value provided by the failing
factories is worthless.

Consider the following data from the United States of America Government Office of Textile Apparel, that
analyses 10 of the Bangladesh’s most important exports for 2020, comparing their FOB prices with those
their 10 biggest competitors for each product.

In each case, supplying countries such as Bangladesh, Pakistan, and Cambodia are consistently paid below
world average prices. While supplying countries such as Vietnam, Indonesia, Turkey and Mexico are
repeatedly paid above world average rates. The problem does not lie with the customers. They are willing to
pay higher prices to some countries but rather less to supplying countries that are unable to meet their needs.
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Table 1 FOB prices by product: 10 top exporting countries
6203424516 Men’s woven cotton trousers
Bangladesh $7.01 -9.20%
Pakistan $7.10 -8.10%
World $7.72 0.00%
Sri Lanka $8.00 3.60%
India $8.41 9.00%
Indonesia $8.74 13.30%
Cambodia $8.81 14.20%
Mexico $8.97 16.30%
Vietnam $10.38 34.50%
CAFTA-DR $10.76 39.30%
6203424511 Men's cotton jeans ‘
Pakistan $6.60 -21.50%
CAFTA-DR $7.53 -10.50%
Bangladesh $7.81 -7.20%
Lesotho $8.19 -2.60%
World $8.41 0.00%
Mexico $8.82 4.90%
Cambodia $8.90 5.80%
India $9.13 8.50%
Egypt $9.53 13.30%
Vietnam $11.55 37.30%
6204628021 Women's cotton trousers 7 ‘
World $5.22 0.00%
Cambodia $5.26 0.80%
Pakistan $6.35 21.70%
Bangladesh $6.43 23.30%
India $6.71 28.50%
Egypt $6.80 30.30%
Vietnam $7.51 44.00%
Jordan $8.21 57.30%
Sri Lanka $8.67 66.10%
Indonesia $9.14 75.10%
Turkey $15.84 203.60%
6204628011 Women's cotton jeans ‘
Bangladesh $7.56 -14.00%
Jordan $8.07 -8.10%
Pakistan $8.36 -4.90%
Sri Lanka $8.60 -2.10%
World $8.79 0.00%
Cambodia $8.83 0.50%
Vietnam $8.94 1.80%
Egypt $8.94 1.80%
Indonesia $9.81 11.60%
Turkey $14.16 61.20%
Mexico $15.25 73.60%
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6205202051 Men's woven cotton shirts

Bangladesh $5.45 -26.50%
Indonesia $7.30 -1.40%
World $7.41 0.00%
Philippines $7.58 2.30%
Vietnam $8.50 14.70%
Sri Lanka $8.66 16.90%
India $9.38 26.60%
Malaysia $10.29 39.00%
Madagascar $11.39 53.70%
Mauritius $11.53 55.70%
CAFTA-DR $12.24 65.20%
Egypt $4.86 -32.00%
Bangladesh $5.43 -24.10%
Madagascar $5.52 -22.80%
Vietnam $6.93 -3.10%
World $7.15 0.00%
CAFTA-DR $7.84 9.60%
India $7.86 9.90%
Indonesia $8.33 16.40%
Cambodia $8.83 23.50%
Mexico $8.91 24.60%
Jordan $11.53 61.20%
World $1.20 0.00%
Bangladesh $1.47 23.10%
Pakistan $1.53 27.80%
CAFTA-DR $1.64 37.40%
Mexico $2.02 69.10%
India $2.14 78.60%
Cambodia $2.18 82.50%
Jordan $2.83 136.50%
Vietnam $3.32 177.80%
Peru $8.46 607.30%
61091000040 Women's cotton T-shirts

Bangladesh $1.64 -21.60%
Cambodia $1.82 -13.10%
CAFTA-DR $1.83 -12.40%
Pakistan $2.00 -4.10%
Indonesia $2.08 -0.50%
World $2.09 0.00%
Mexico $2.23 6.60%
India $2.36 12.90%
Vietnam $2.86 36.90%
Peru $7.27 247.80%

(2}
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6202929061 Woven cotton jacket

Pakistan $8.27 -18.70%
Bangladesh $10.10 -0.70%
World $10.17 0.00%
Vietnam $11.96 17.60%
Sri Lanka $12.95 27.40%
Cambodia $15.68 54.20%
India $15.93 56.60%
Indonesia $16.08 58.10%
Mexico $34.11 235.30%
Thailand $48.86 380.30%
6212109020 MMF bras

Bangladesh $3.19 -18.00%
World $3.89 0.00%
Indonesia $4.29 10.20%
India $5.18 33.20%
Myanmar $5.40 39.00%
Thailand $5.69 46.30%
Cambodia $5.86 50.60%
Vietnam $6.06 55.90%
Sri Lanka $6.06 56.00%
CAFTA-DR $6.32 62.50%

Source: US Government Office of Textile Apparel for 2020
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Chapter 2
The traditional garment cost sheet

There are three types of cost analyses:

o Costing: The total sum of all cost factors for a specific style. This may include hundreds, even
thousands of separate items, we may never know all of them and we will certainly never
replicate the complete costing. In a sense this is a limit.

o Cost sheet: The list of items that we create. This may include only seven to eight cost factors,
but it should be a reasonable estimate of the per unit cost of that particular style. Typically, the
cost sheet is used by the factory as a tool to negotiate the FOB price with the customer. It is
therefore created at the very beginning of the of the order process.

° Job costing: The sum of all costs for a particular order divided by the number of pieces

shipped. This gives us the actual cost per unit. It is calculated only after the order has been
produced and shipped.

Table 2 The basic cost sheet

Basic cost sheet

Fabric 60% $6.00

Trim 10% $1.00

FOB 100% $10.00 Labour $0.64
Net Profit $0.50
Overhead $1.86

Note: We will be using this basic cost sheet throughout the book. Please bear in mind that the actual figures are not relevant, it is the
methodology that counts. The examples below are based on a wage of $150 per month and productivity at 50% 1. Almost all garment
cost sheets - from handkerchiefs to overcoats - follow the same pattern.

Table 3 Basic cost sheet: T-shirt

Fabric 43.5% $0.80

Trim 10.9% $0.20

FOB 100.0% $1.84 Labour $0.19
Profit $0.09
Overhead $0.56

Note: This is one of the simplest basic commodity items. The cost sheet is based on 12 minutes production time.
The only deviation is that T-shirts generally require two fabrics: circular knit single jersey, flat knit 1X1 rib.

" Productivity percentages are based on China = 100%
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Table 4

Note: This is very close to the standard basic costing. In some cases, jeans have a leather or fabric badge. This costing does not

Basic cost sheet: Woven jeans

Woven jeans

include the badges.

Table 5 Basic cost sheet: Bespoke worsted man’s suit
Fabric 10.0% $300.00
Trim 1.0% $30.00
FOB 100.0% $3011.25 Labour $1 075.00
Profit $800.00
Overhead $806.25

Fabric 60.2% $4.80
Trim 10.7% $0.85
o o |20
FOB 100.0% $7.97 Labour $0.48
Profit $0.40
Overhead | $1.44

Note: This is top of the line. Although the cost sheet has the same categories, the amounts are very different.
- Direct labour accounts for over 33% of FOB.

- Fabric, calculated at 3 metres at $100 per metre is just 10% of FOB.
- Trim, which includes special and expensive items accounts for just 1% of FOB.

Bespoke clothing is different. For example, we are taught that trading higher value products increases profit
for both the brand and the factory. This is true for the great names, such as Tom Ford, Armani and Brioni,
who can charge $10-20,000 for a suit, but most of that is eaten up by overhead. Even these great names
rely on accessories and lower price goods for their profit. The small Italian Satoria is even worse off. In their
operations, the tailor earns more than his boss.

There is one major garment type, however, that does not follow the normal cost sheet, the sweater.

All other cost sheets start with dyed and finished fabric ready for the needle. The sweater, by definition, is
knit-to-shape. As a result, the sweater factory resembles a vertically integrated operation. It begins with yarn,
which it then knits into the garment parts: back, front and sleeves. The factory determines the type of knit
fabric:

o Gauge (number of stitches to the inch)
o Stitch (the type of knit)
o Weight

The actual make is also very different; knitting can be undertaken in three ways:

o Computerized (as with this garment)
o Machine
o Hand
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The pieces are joined by a process called linking or looping.

Table 6

Basic cost sheet: Men’s basic V-neck sweater

Men's basic V-neck sweater

Merino 2/48 14-gauge 253 gg
Yarn 44.4% $7.34
Trim 5.1% $0.85
CM 50.4% $8.33 Labour $2.92 Knitting $1.28
FOB 100.0% $16.52 Overhead $3.43 Looping $0.81
Net profit $1.98 Finishing $0.59
Washing $0.24

Traditionally, cost sheets serve two purposes:

Externally: To negotiate FOB prices with the customers. However, customers no longer
negotiate price based on factory cost, but rather on the value the factory can provide.

Internally: To help factory management make the best decisions. It is in this area that the basic
cost sheet provides its greatest value. The good news is that every factory already has the
information required.

Calculating cost factors

Cost factors are important because factories and their customers use this information to make decisions.
However, these cost factors do not directly relate to the cost sheet, because when we create the cost sheet
we have no detailed knowledge of the cost factors. For example, we can estimate material consumption long
before we can determine actual material consumption and use that estimate on our cost sheet.

We can calculate the actual cost only after the order has been produced and shipped. That calculation is the
job costing fabric cost?.

Fabric costing

Width

Besides consumption and cost per metre, fabric width is the primary factor determining fabric
cost. While today, most fabric width is 150 cm, some is still available in 120 cm and even 90 cm.
This creates complications. The narrower the fabric width the greater the consumption, but the
narrower the width the lower the cost per metre. As a result, in some cases the factory may
determine that the added consumption is offset by the lower fabric cost.

Cost per metre versus number of widths per garment. If, for example, the fabric width is 150 cm,
it might be possible to fit a complete garment in a single width equalling 1.4 metres. However, if
the fabric width measures 120 cm, this may not be possible. In which case we might have to
move to a second width, with result that 1.4 metres becomes 1.8 metres.

Range of width. Fabric widths are not precise, e.g. 150 cm is actually a range from 145-155 cm.
If the fabric is expensive, it must be sorted by width, i.e. 145-149 cm or 150-155 cm.

2 Fabric cost = consumption in metres x cost per metre

10
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Markers

A marker is like a giant jigsaw, where all the pattern pieces are placed together to ensure the lowest
consumption. The marker may consist of a single garment, or as many as 12 garments. As a rule, the marker
must include all sizes.

A simple marker (each size separate) is made up of four pieces. For example, the marker for a pair of
trousers is 5.6 m (1.4 x 4).

Figure 1 Basic marker: Bespoke worsted man’s trouser

BK PKT
OKES 30
30

WAISTBAND

=0 FRT FACING

30

BACK
30

BK PKT
30

FRT FACING
30

£

1:14 Total17 Placed:17 Bundles:1 Efficiency:79.02% Width:150cm Length:1.403m Yield:1.403m,2.1046sq.m

Source: Ram Sareen Tukatech

1"
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Figure 2 Marker 120 cm width

lo 1 1 1 1 1 1 1 1 1 El 1 1 1 1 1
0:29 Total34 Placed:34 Bundles:2 Efficiency:88.30% Width:120cm Length:3.6m Yield:1.8m, 2.1598sq.m
Source: Ram Sareen Tukatech

Note: 120 cm
12m=438
Three legs = 1 width requires 4 widths @ m m
Three small piece sets @02m=0.6m
Total 54m
Divided by 3 garments =18m

Source: Ram Sareen Tukatech

Figure 3  One garment, one-way marker

0:22 Total:68 Placed:68 Bundlesd4 Efficiency:87.95% Width:130cm Length:5.599m Yield:1.d4m,2.0995sg.m

Source: Ram Sareen Tukatech

Complex marker

Where pattern pieces for different sizes are placed together to reduce consumption. For example, the leg
pieces for size S are placed together with size XL, and the pieces for size M are placed together with size L.
In piece-dyed articles there can be a problem of length-to-length shading. For example, in a 12-piece marker
the leg pieces may be placed 15 metres from small pieces; and in some instances, there may be shade
variations within a single piece. While width-to-width shading can be considered a generic flaw, length-to-
length shading, unless extreme, is considered acceptable with the result that pattern pieces for the same
garment, when placed far apart, may render the garment damaged.

12
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Figure 4  lllustrative example of an S and XL size combined, and an M and L size combined

Also, an example of a length wise colour-shading marker

2:34 Total:68 Placed:68 Bundles:d Efficiency:87.07% Width:150cm Length:5.635m Yield:1.414m,2.1203sq.m
Source: Ram Sareen Tukatech

Figure 5 lllustrative example of a centre to selvedge colour-shading marker

222 Total:68 Placed:68 Bundles:4 Efficiency:84.84% Width:154cm Length:5.652m Yield:1.413m,2.1761sg.m

TR

Source: Ram Sareen Tukatech

Two-direction marker

Considerable savings can be derived by placing pattern pieces in different directions. For example, since the
trouser leg pattern is wider at the top (the hip measurement) than at the bottom (the ankle measurement),
many markers place four leg patterns up-down-up-down.

Figure 6 Two-way marker

2:31 Total:68 Placed:68 Bundles:4 Efficiency:90.13% Width:150cm Length:5.463m Viel:t1.366m2.ﬂ485rsq.nﬁ

Source: Ram Sareen Tukatech

13
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One-direction marker

There are exceptions that require one direction only:

Fabric with a one-way nap, such as velveteen and corduroy are one direction markers only. If you move your
hand up, then down the legs of corduroy trousers you will note that moving in one direction feels smooth,
while moving in the opposite direction feels rough. This difference is also apparent in the shade of the fabric.
Up, against the nap, will seem darker than down, with the nap. Ironically the U.S. wears these fabrics nap-
down, while the European Union wears them nap-up. There is no logic, or even reason for this, it is just
cultural and because mixing the two will invariably result in shading.

Prints, jacquards and yarn-dyes are also often only worn in one direction.

Figure 7 lllustrative example of a one-way nap fabric

o 1 1 1 1 1 1 1 1 1 Kl 1

1:24 Total34 Placed:34 Bundles:2 Efficiency:87.36% Width:120cm Length:3.513m Yield:1.756m,2.1077sg.m

Source: Ram Sareen Tukatech

Exotic marker variations

In today’s industry, technology allows the customer to determine marker yardage for any style thus taking
away one of the main sources of factory profit. However, there are ways for factories to circumvent these
limitations.

° Multiple style markers: Customers often order multiple styles in the same fabric. For example, a
jacket and a pair of trousers. Putting these styles all together on a single marker can deliver
remarkable hidden savings. All customer orders allow leeway for under and over shipment, e.g.
3% short or 2% over. Provided the factory does not exceed these limits, multi-product markers
can be a source of hidden profit.

o Skimping: In some instances, even very small changes in pattern width may result in remarkable
savings. For example, the pattern seam allowance may be 1.5 cm. A small reduction to 1.3 cm
may bring real gain when you multiply to 0.2 cm by eight seams, with the result that the marker
that was planned to accommodate four legs to the width, may now allow five legs per width. While
technically not allowed, the customer’s quality control will never discover the change particularly
when the seam has been overlocked.

Material consumption additional factors: Damage, wastage, shrinkage

When we consider total fabric consumption, we have to recognize that marker yardage is just one part of
total consumption. Other factors such as damages, wastage and shrinkage must also be considered.

14



The Garment Costing Guide: for small firms in value chains

Fabric damage

All fabric has damages, and the fabric buyer must accept a reasonable number of these. Of course, generic
damages, such as width-to-width shading, excessive shrinkage, pilling, and banned chemicals and dyestuffs
render the entire order damaged and therefore unacceptable. For this reason, fabric buyers require specific
tests to be carried out by recognized impartial organizations. One such organization is the American
Association of Textile Chemists and Colourists (AATCC), which offers a complete list of tests.

Each damage adds to fabric consumption.

o Size of damage: A damage of 1 cm requires 3 cm additional fabric. Clearly, if the damage extends
for 3 m the factory will require 3 m additional fabric.

° Based on the overlap, normally calculated at 0.5 m per damage: Once the damage has been cut
away it is necessary to ensure that when the fabric is cut it includes complete pattern pieces.

For example, the trouser leg is 1.4 m. If the fabric damage occurs where the marker has the trouser leg, the
trouser leg must be recut, requiring 1.4 m of fabric, plus overlap.

Figure 8  Calculating damage allowance

Note: There comes a point where the number of damages renders the fabric piece unacceptable.
For example: 10 damages @ 0.5 m per damage = 10% of a 50 m piece.

Source: David Birnbaum

For some fibres, notably better-quality wool, the mill will mark each damage with a white thread on the
selvage at the beginning and end of each damage and provide a replacement. Each piece will have a
hangtag showing gross and net metres, e.g., 52/49 m.

When that option is not available, it becomes the responsibility of the garment factory to inspect the fabric.
Typically, the factory will inspect 10% of the fabric. If the damage rate exceeds acceptable limits, the factory
will inspect 100% of the fabric.

There is a cost to inspection. As a rule, the warehouse is included in overhead costs. The normal 10% is
paid by the factory as part of its overheads. The question arises therefore, who pays the cost of added
inspection due to damages. There is no simple answer. Most factories will absorb the cost of added
inspection, although, where the customer has ordered the fabric directly from the mill, they should be held
responsible to some degree. In the case of damaged fabric, there are far greater costs than added inspection,
such as problems with scheduling and delivery delays, etc. In these instances, the factory will discuss the
matter with the customer. In real life, the customer will seldom pay; however, they will owe the factory a
favour.

Do not rely on inspection on the cutting table. Yes, laying out the fabric 10-20 m at a time where the lighting
is very good saves time. However, remember the first rule of cutting! If you cut it, you own it!

15
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Wastage

As you lay out the fabric on the cutting table you invariably come to the end of the roll. Very often, the end
of the fabric occurs in the middle of a pattern piece. If the marker includes spaces where there are no pattern
pieces, the solution is easy. Simply end the fabric from the old roll on the space and begin the fabric from
the new roll on the same space (allowing for a small overlap to avoid the fabric slipping apart).

Figure 9 Material consumption factors: Wastage and shrinkage

Ot »
—>

Source: Davis Birnbaum
The problem occurs where there is no space at all. Here, the overlap must be extended to the point where

fabric from both the old and new rolls includes complete pattern pieces (together with parts of pattern pieces
that are scrapped).

Shading

Figure 10 Material consumption factors: Wastage and shrinkage

4
U“\G
A

Source: Davis Birnbaum
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Shading is the second factor related to wastage. Different fabric pieces may have slightly different shades.
These shades may not be noticeable on the fabric but will appear when the trouser leg has two different
shades. The most common cause of this issue is dye-lots. Fabric dyeing normally takes place in closed vats,
or other containers. The size of each vat is specific to the weight or number of metres of fabric. Therefore, if
you are ordering 750 m of the colour blue, the dyer may use three vats: 500 m, 200m and 50 m.

Each vat will yield a different shade, so fabric pieces are marked by dye lot. The factory cannot mix dye lots.
Sometimes, as in the case of denim, each piece may have a different shade. Here, you must ensure that all
the pattern pieces for each garment are cut from the same piece of fabric, thus increasing wastage.

Shrinkage
All fabric shrinks. Greige Goods shrink more than finished fabrics but finished fabric does shrink. Indeed

fabric-finishers will build a 2% shrinkage into all fabrics. The factory must test the fabric for shrinkage and
having done so must either allow for it in the finished garment length or allow for it in the pattern.

Material cost: Price per metre

We generally think of fabric cost in very simple terms, and we are generally correct:

° Factory orders fabric;
o Fabric supplier delivers fabric;
o Factory pays for fabric.

Consider three common scenarios:

o Customer designates fabric supplier. Traditionally, customers bought garments and the factory
supplied all the materials. However, well over 30 years ago customers moved from garment
buying to garment sourcing, whereby the customer negotiated directly with the fabric supplier
and agreed the price. This leaves the factory paying for the fabric at the agreed price, and any
additional fabric costs, such as local transportation, taxes, etc. are recoverable from the
customer.

o Factory purchases locally dyed and finished fabric. Here, the only additional cost arises when
the fabric is bought ex-factory and the factory pays the cost of local transportation.

o Factory purchases fabric produced in another country. As a rule, most factories will order
through the mill’s local agent, who arranges delivered duty paid (DDP) terms. The only
exceptions here are when major factory groups have their own overseas buying offices (usually
located in Hong Kong) staffed with fabric specialists.

There are some exceptional cases, where the factory purchases fabric and must oversee the fabric-making
process. This can become extremely complex and is fraught with risks. Here, the factory may have to deal
with four factors:

o Nature of the fibre;

o Nature of the fabric;

o Nature of the textile industry;

° Where the factory is located;

o Where the customer is located.

17
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The following two case studies give you some idea of the problems and risks involved.

Box 3 Trapped by the textile mill

In some countries, mills only produce Greige Goods, leaving the factory to supervise and pay the costs of all
successive processes:

e Cost of Greige Goods;

e Cost of transportation from the fabric mill to the dyer/printer/finisher;
e Cost of dyeing/printing/finishing;

e Cost of transportation from the finisher to the garment factory.

These are but the opening acts of the drama. Having paid the mill for the Greige Goods, the factory must suffer
the losses caused as a result of any fabric damages. Regrettably, many of these damages, such as width-to-width
shading, pilling, barre shading and irregular shrinkage do not become apparent until the fabric has been dyed and
finished.

Furthermore, many if not most dyeing/finishing plants are SME operations with old and poorly maintained
machinery, adding additional risks.

When the finished goods are delivered late, damaged, or both late and damaged, the factory is faced with a
number of no-win scenarios:

e Should the factory produce the goods and risk cancellation for late delivery?
e Should the factory produce and ship damaged goods?

Garment factories in these countries may have a reputation for great product development, but fabric quality has
often been a risk. There are products where the fabric supply chain is so complex that only the most experienced
professionals would dare become involved.

Box 4 Material sourcing — cashmere suiting

Here is the supply chain:

e Bayantsagan Mongolia for the greasy cashmere fibre auction;
e Transportation + duty/tax;

e ltaly for best quality yarn spinning + top dyeing or yarn dyeing;
e Transportation + duty/tax;

e  China for fabric weaving;

e Transportation + duty/tax;

e  Multiple countries for garment making.

This is not a product for the inexperienced.

Trim costing

For costing purposes, trim is defined as any other processes or materials (other than top fabric, which is
listed separately) where payment is by unit, e.g., pieces, metres and kilograms.

For example, embroidery can be trim, direct labour or both, i.e.:

o Embroidery thread is always listed as trim;

o When embroidery is given out and payment is by the piece, the process is also listed as trim;

o When embroidery is given and each worker is paid by the day, the process is included under direct
labour.

18
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The trim sheet

The trim sheet is a tool. As with any tool its value is in what it does and how well it does it. As we see below,
the trim sheet serves multiple purposes providing value for each.

All data listed in the trim sheet must be available, but not necessarily at the outset of the process.

o Available at the outset:
o Item: lining
o Supplier's name (or code number): L101

o Quality number of the item: B601

o Description : 100% rayon, 150 cm, colour ecru 105
o Unit: metre

o Price: $2.70

o Available on receipt of colour/quantity breakdown:
o Purchase order number: L101-100
o Order quantity required: 2,500
o Order quantity in-house: 700
o Order quantity total: 1,800
o Estimated days: 21

o Available on receipt in-house:
o Quantity received: 1,926
o) Estimated days: 21
o Actual days: 30

Table 7 The trim sheet

Trim sheet Sketch or photo
1 Date
2 Style #
3 MO #
4 Description
5 Customer
A |B |c b |E |[F G ERRE J K L
c
o Q
5 5 2 | £
6 | ltem A 5 ® Order quant g 2| ®
=1 S g |E| 2o % | S| 88
| & a S| & | a g | & <3
7 Require In Total
house
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Product sub-material

1 Lining

2 Interlining

3 Interlining

4 Tape
Ribbon
Lace edging

5 | Thread

6 Thread

7 Button

8 | Button

9 | Snap

10 s;)eok and

11 | Zipper

12 | Elastic

13 s:é)ulder

Labels and packing

14 | Main label

Content

15 | 1abel

16 | Care label

17 | Hangtag

18 | Hanger

19 | Tissue

20 | Polybag

21 | Carton

22 | Other

23 | Other

24 | Other

Ornamentation

25 | Embroidery

26 | Beading

27 | Washing

20
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The trim sheet serves a wide range of potentially valuable purposes, among the most important being the
ability to move from manual to computer generated trim orders.

Saving time. Large factories that produce 500+ styles per month require substantial staff to place
and follow up trim orders.

Avoiding unrecognized errors. In the old days, when the trim buyer ordered 6” zippers instead of
7” zippers, the incorrect items disappeared into a desk drawer, and the zippers could be reordered
with no one the wiser. Those days are over.

Providing important information on a timely basis. If the trim item is running late or the quantity
received is incorrect, management is alerted in a timely fashion.

The good news is that the data necessary for computer generated trim orders is the same data required for
the old manual ordering system.

Labour (cut and sew) costing

The basic cost sheet can be divided into two parts:

Material:
o Fabric
o) Trim
CM:
) Labour
o Overhead
o Profit

Material is covered in the previous pages.

For costing purposes, we define labour as wages and benefits paid to workers who are directly involved in
the manufacturing process:

Cutters
Bundlers
Sewers
Inspectors
Pressers

Packers

This does not include supervisors who are classified as staff and are therefore included in overheads.

Labour cost for each style is calculated by the number of minutes required to produce one garment of that
style multiplied by the worker’s wage per minute.

For example, a sewer paid $150 for a 26-day month, working nine hours per day would be paid 1.1¢ per
minute. Therefore, the sewing cost for a garment requiring 40 minutes would equal 43¢.

If the worker were paid $300 per month, the sewing cost would total 86¢.
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If the factory increased productivity by 25%, reducing sewing time from 40 minutes to 30 minutes, the sewing
cost per unit would be 64¢. (This is covered in detail below).

Table 8 Calculating labour cost per minute

$ 150.00 26 9 60 40
$5.77 $0.641 $0.011 $0.427
Wage per month Per day Per hr Per min Per unit
$ 300.00 26 9 60 40
$11.54 $1.282 $0.021 $0.855
Wage per month Per day Per hr ‘ Per min Per unit
$ 300.00 26 9 60 30
$11.54 $1.282 $0.021 $0.641

To this we have to add the labour cost per unit for cutting, bundling, pressing, inspection and packing. We
can obtain a remarkably good estimate of these costs from the factory’s accounting department. They have
records for total wages paid each month, for each department. By dividing total wages by total sewing, they
can tell