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5. Dévelop product costs for the three products on the basis of an activity-based costing system.
: (Round to the nearest cent.) (o
6. Calculate a target price for each product, using Gigabyte’s pricing formula. Compare the new tar-
- get prices with the current actual selling prices and previously reported product costs. -
7 Butld a spreadsheet: Construct an Excel sprgadsheet to solve requirements (5)-and (6)-above.
how how the solution will.change if the ins‘pgéﬁyonfactivity was divided among the three products
- the following manner: product G, 20%; product T, 40%, and product W, 40%. Lo

Refgrgfto the new target prices for Gigabyte’s three produicts, based on: the new activity-based costing .
system calculated in the preceding problem. o - & Contiuiatl
Requited:  Write a memo to the company president commenting on the situation Gigabyte, Inc. has Problem

‘be‘e:n,fac'ing regarding the ma:ket for its products and the actions of its competitors. Discuss the strategic
options available to management. ‘What do-you recommiend, and why?

Refer to-the product costs developed in requirement. (5) of Problem S—GQ{j«Prepare a table showing how
: t¢’s traditional, volume-based product-co ting system distorts the sroduct costs of gismos, thing-
s, and whatchamacallits. (You may wish to refer to Exhibit 5-10 for guidance. Becausé of round-
the calculation of the product costs, th’ere’Will be a small tqunding etror in this cost dis
saswell) : o :

G s ____________
% ; Bept,ejr;Bagkels, Inc. anufictures ‘a variety of bagels, which are frozen and sold in grocery stores. The
‘production process consists of the following steps. ,

1. Tngredients, such as flour and raisins, are recéived and inspected: Then they are stored untilficeded.

(LO 5-7,5:8, 540

2 : Ingredients are carried on hand carts to the ‘mixing room.
3. Dough is mixed in 40-pound batches in four heavy-duty mixers.
4

5

Dough is stored on large boards in the mixing foom until a bagel machine is free. : ,
A 'board of dough s carried into the bagel room. The board is tipped, and the dough slides into
the-hopper-of a bagel miachine. This nachine pulls-off a small piece of dough, rollsitinto a cylin-
drical shape, and then squeezes it info a doughnut shape. The bagel machines can be adjusted
1 a setup procedure to accommodate different sizes and styles of bagels. Workers temove the. -
' uncooked bagels and place them on atray, whete they are keptuntil a'boiling vat is-free. .
“Next the trays of unicooked bagels are carried into an adjoining toomni; which houses three -
- 50-gallon vats of boiling water. The bagels are boiled for approximately one minute.
- Bagels are removed from the vats with aJong-handled strainer and placed on a wooden board.
The boards full of bagéls-are carried to the oven room, where they: dre kept until an oven rack is
free. The two ovens contain eight racks which rotate but remain wpright, much like the seats on-a
' Perris wheel. A rack full-of bagels is finished baking after one-complete revolution in the oven.
. ‘When a rack full of bagels is removed from the oven, a fresh rack replaces it. The ovendoor is
',oyypenekd and closed as‘feac‘h,rack completes a revolution in the oven. . )
After the bagels are removed from the oven, they are placed in baskets for cooling.
‘While the bagels: are cooling, they are insPeCted. Misshapen bagéls“are rémoved and set
“.+/ (Most are eaten by the staff.) R
10, After the bagels are ¢ool, the wire baskets.are carried to the packdging department. Here the
| bagels are dumped into the hopper on-a bagging machine. This machine packages a half-dozen
- bagels in each bag and seals the bag with a twist tie. ‘ S
1% Then'the packaged bagels are placed in cardboard boxes, each tiolding 24 bags. The boxes are placed
"+ on.aforklift and are driven to the freezer, where:the bagels are frozen and stored for shipment.

equired: L S ,
- Identify the steps in the bagel-production process that fall intoeach of the following categories:
process time, inspection time, move time, waiting time, storage time. i

st the steps in the production process that could be candidates for nion-value-added activities.
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Mldwest Home Furmshmgs Corporation (MHF C) manufactures a vmety of hOUSeW&le for the con:

‘B Probiyek\mkf 5-64

Two:Dimensional Activity:

Based Co stihg' Activity suirier market in the Midwest. The company’s {hiree major product lings are cooking utensils;’ bleware,

Analysis; ABM X and flatware, MHFC 1mp1cmcnted activity-based costing four years ago and now has-a well .developed
oy ABC system in place for determining product costs: Only recently, however, has the ABC system been

L0 5-8)
{ ) : systematically used for.the purposes of activity<based management. As:a pilot project,  MHFC's control-
ler asked the ABC pr OJect team to do'a detaﬂed activity analysis:of the purchasmg actmty The follow-

mg specific activities: were identified.

1. Receipt of parts specxflcanons from the DCSI gn Engmeermg Departrnent
02, V'Follow-up with deslgn engineers to answer.any questions. -
g ’3,," : Vendor (supplier) identification. L
4 Vendor consultanom (by phone or in person)
8, Price negotiation. : ‘
6. Vendor selection:
2 Ordering (by phbhe or mail).
8. Order follow-up;-
-9, Expediting (attemptmg to speed-up dehvery)
10 Order receiving.:
41. Inspectionof parts ’
12 Return of parts not meeting specmcatlons :
13 Consultation thh design engineers and productmn pemonnel if’

. purpose. ; :
‘14, Further consultamon and/or negonatlon W1th vendor if necessary

; 15 Ship parts back: to vendor if necessary.

"1‘6., If satisfactory; move parts to storage.

‘;Required :
1, Draw a dlagram 10 depxct MHFC's two-dlmenswnal acthlty—basedffcosting efforts. The ‘lag‘faryn '

- should include the following: :
a. Thecost asswnment role of ABC, w1th the cost pools; acnvmcs and product hn fcscrited.

b. The process: view of ABC, with the urchasmg activities layed. Also indics ¢ will be
the linkages among the acuvmes.,( save space, mdlca activities by their e1s:)

. e The acuvxtyzevaluatlon phase of tw, - mensional ABC.
2. Identifythe mgwers for each of the followmg activitiesin MHFC’S purchasmg ac!

Follow-up with dcugn engineers (act1v1ty 2) ’
Expediting (activity 9) [ SR - ; :
Tnspection of parts (activity 11) k e ‘
Return of parts {activity 12) .-
Consultation wi“th ‘design engineers and production personnelfﬁ(activity 13)

For each of the acuvmes listed in requu‘cment (2), identify ti thé" possible oot céﬁ§e$
. Choose four ak vities in MHFC’s purch mg funcuon and euggest a performan'

* edach of these act ,vmes

resno Fiber Optxcs ‘Inc. manufactures f1ber optlc cables for the ¢ )
er adustries. At the request of the-company ‘vice president of marketing, the cost man
 recently completed & customer—proﬁtablhty study. The following actxvﬁy—based cosnng

 the basis for the analysis.

Telecom: $7,000
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Cost Driver Base

';Custqmér-Related Activities - : Cost Driver Rate ' i '
'Sa|yes'a'ctivity Sales visits " $1,000

| ' PUrChaseOrderS i srescesnsediciiisrases 200
'Sp ,' al handhng ............. RIS ER Units NANGIEE i eenreneences it 50
‘Special shipping ETRINARES e ol Shipments .. i ; 500

;';Cfmt-driver data for tw"‘o"of Fresno’s customers for the most recent year are

Customer-Related Activities Trace Telecom Caltex Compuer .
‘Sales activity: ' 8 visits .. 6 visits '
, Ordef,lfftq‘king 15 orders ..., 20 orders
Special handling 800 WS ARRAIBH 1o oo 600 units handled
:Speaal shipping 18 shipmeffté & 20 shipnierits -

tomere Trace Telecom and Caltex Computer for. the most recent year:

. Caltex Computer -

. Trace Telec'o'm ,
Salesrevenue $190,000 $123,800
St 80,000. 62,000
: ,General selling costs... 24,000,... 18,000
',General ‘administrative costs 19,000 16,000

,Req red

repare a-customer: profxtablhty analysis. for Trace Telecom and Caltex Computer: (Hint: Refer to
hibit 5-13 for: guldance ) Lo » Ll

Bulld a spreadsheet:t onstruct an Excel spreadsheet to solve requlrement (1) above. Show how

- the solution will change if thie following information changes: Trace Telecom’s sales: revenue was
$185 000 and Caltex Computer s cost of goods sold was $59,000. ;

2 ﬂ'

. Refe o the information ngen in the preceding ptoblem for Fresno Flber Optics-and two of 1ts custom—
[race Telecom and Caltex Computer Addmonal information for six of Fresno s other customers for

Operatmg Income

G yy‘don Computer Company
Mg tate Computing Company:i..
Network-All, Inc . .
The 'C:al‘ifornia Group

~Requ|red
L Prepare Fresno Fxber ()ptws customer profxtablhty profile for the most recent year.

‘.2‘., t

s Fresno Fiber Opths director of cost management, write a memo to the company’s vice presi-
ent of marketing that will accompany the customer profitability proflle Include a brief explana-
on of the methodology vsed and comment on the results. : L

: The following additionial information has been corapiled for Fresiio Flber Opuos for two ot its cus-
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W Proble
Customer-Profitability. Proﬂe

Preceding

Tele—lnstal!;ro
$(18.0001




