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Quality Company currently makes as many units of widgets as they need, The company replaced its current machinery for widgets on Jan 1, 2019 with the plans of continuing to produce widgets in-house, However, the general manager, David, has received a bid
from WWidgets Inc whoare willing to suppiy Cuality Company’s demand of 1,000 units a1 $60 aplece. WIOEets Inc can start suppiying on 1an 1, 2020 and continue supplying for five years;after which Quatity Company willno longer nesd widgets. Widgets Inccan
accommadate any fluctuations in Quality Company's demand for widgets at the seme price.

The contralier for Quality Ce prepared the ing pro-tormase ot (in $} far producing 1.000 units of widgets for the current year:
Direct materials 26,400.00

Direct manufacturing labour 13.200.00

WVariable manufacturing over hesd HA00.00

Depreciation on machine 12,000.00

Froduct and process enginesring 480000

Rent 240000

Allocation of general plant overhead costs  6,000.00
Totaleosts 73.200.00

The following information is also avaiiable:

The machine for widgets has no alternate use and was acquired by Quafity Company for §720000 The machine has a isetul lite of 6 years and 2ero terminal price. The company calculates deprediation on a straight-fine basis. The company estimates that it can
sell the maching at the end of 2019 for 524,000,

Product and proceis engineering costs are fved in the shart-run with respect to the number of widgets produced, but the P can elimi thase costs if they st ducing the widget.

Rent costsare allocated (o widgels based on the Moor space used for manufacturing the product. 1T the company stops producing widgets, this oo space will become avaBialie for storage and the comparny will be abile [0 savee $1. 20010 currently spends on
ranting outside storags. General plant overhead cocte are allocated to each department based on direct manufacturing labour dollars. These coste will not change.

Quality Campary operates with 3 required rate of return of 113 on all projects.

{Ignore taxes for any decision-making and assums all cash-inflows and outflows occur at the end of a time period)

What quantitative method sheuld David use to make the dedision of produci dgets in-house or ing ther?
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(Continuing from the previous question)
What are the relevant cash-flows under each scenario for each year under consideration?

[Mote: You can provide the sum of relevant cash-flows for each year and some logical argument behind your answer]
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{Continuing from the previous question)

Which option will David pick? Provide the right quantitative basis for your answer.
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(Continuing from the previous question)

David's bonus for 2020 will be based on Quality Company’s accounting income. Assuming David acts only in his own best interests, and not necessarily the company’s, will that influence his decision to outsource or not? Why?
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' Question 14 Ipts
Nete:The ing bwo questions are alse based on inf tionin this questi
The procurement diviston of Sea Monkeys Ing, purchases and p salt, water diti and brine shrimp eggs and packages the correct g ities for sea keysintoa plainsilver packet. The finishing division of Sea Monkeys Inc takes plain silver

packetswith the mix for sea monkeys - purchased from the procurement divisionandsor an external supplier —and adds an additlonal layer of packaging with the company's branding and instructions for customers, and prepares them for shipment. Both
divistons are fully and seek to their own proft.

The procurement division produces and sells A00.000 sea monkey packets per year. its maximum capacity {this is the capacity usea for determining the predetarmined overhead ratel. The per unit costs assaciated with one silver packet are as follows:

Dirsct materials $2.50
Direct labor £1.00
Variable factory overhead  $0.50
Fixed factory overhead $0.75
Tatal s4.75

The finishing division currently purchases all 600,000 528 mankey packets produced per year by the procurement division, as well as 400,000 additional packets from an external supplier - these packets are equivalent to those produced in-house, The
proculement division could sell any number of its packets 10 an external customer ataprice of $5i01tso desired. The extemal supplier (who would happily supply any sumber of packets to the finishing division} charges the Anlshing division $6.50 per packet.

WWhat Is the range of transfer prices such that the procurement and Anishing divisions sholid be mutually willing to fransact for the 600,000 packets?

HIML Editone
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(Continuing from the previous question)
A newcustomer has just bas offered the procurement division $7 per sea monkey packet for the upcoming year for its entire production of 600,000 packets breause a contract with an existing supplier fell through. All ather prices and costs for the upcoming

wear will ba the came as they are now What is the net benefit or cost to the company cverall it the procurement division acoapts this offer?
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(Continuing from two questions prier)

Ignore the new information in Lhe previ g i T

o division is consich Jing its capaci

y inarder Lo be able to produce an additional 200,000 units. The il i wiith these additi 200,000 units I be higher
because the procurement division would need touse a second supplizr and workers woutd need 1o be paid overtime for 1he additional werk, The per unit variable costs for these 200,000 units would be:

Direct materials £2.30
Direct fabor $1.20

Variable factory overhead $0.60

Inaddition. the procurement division wy torent factory space that would cost $255.000 per year. It procurement provides finishing with 600,000 units, iinishing is willing to pay $5.50 per unit. What i the minimumamaount per unit that
procurement would be willing to accept to provide finishing with 800,000 units for the year [nstead?
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