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GseStuoy 12.1:  HI-HO YO-YO, Inc.

2005 Victor E. Sower, Ph.D.,C.Q.E.

¥Ho Yo-Yo, Inc. (HHYY) was founded in 1993 by two business school grad-
wies who thought there ought to be alternatives to the video game craze.
%arching for a toy that could have mass market appeal they settled on yo-
1% Yo-yos have a nostalgic appeal to the baby boomer generation and are
“0velty plaything for generation X. So, the main marketing thrust of HHYY
“Uected toward parents and grandparents rather than to the children who
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will actually play with the YO-y0s. The latest advertisin o

ish men competing in 1950’s era yo_~yg competitions, gra”dmotgns Sh0w5
their grandsons how to do yo-yo tricks, and pre teen girls P ers sh°Win0‘
yo-yos away from their dads who are monopolizing thep, Th? to gey 1he'g
campaign has been hlgh‘ly effectnve. After a couple of rough sts a Ve'tisin”
HHYY achieved profitability in 1996 and has seen sales sy,

and rofise . Vears
each year since then. b NCreage

PAST YEAR’S PROFIT & LOSS (P&L) STATEMENT

Sales for FY Last Year are about 5 percent higher than for FY Previous Year,
Profits for FY Last Year are up by about 4 percent over FY Previous Year,
Product prices were generally flat in FY Last Year and FY Previous Year and
are projected to stay flat through FY This Year.

Your boss, Sarah Chen, QA manager at Hi-Ho Yo-Yo, has asked you to
meet with her to discuss a new system she has read about. “We're unfier
pressure to increase profits in the face of flat sales. | just attended a meeting
of the local section of ASQ and heard a presentation about a system called
cost of quality. If we apply that approach to Hi-Ho Yo-Yo, we might be &b
to identify some areas where we can reduce quality costs and improve Progﬁ'
Here’s a copy of last year’s P&L. I'd like you to use it to identify and dass'% be
cost of quality. In the presentation they said that prevention costs ;ht.:;miﬂe
viewed as an investment. After you have classified the quality costs ;s excep!
how much we would add to profits if we could reduce aII_quahty .c:formatioﬂ
prevention costs by 50 percent. That will provide me with then' activits”
I need to see how much we could budget for increased pr eventiy ories.| ped?
order to effect the 50 percent reduction in the other three cat¢d :
your report as soon as possible."” . i<hing yoU ha ff;x

You take the P&L and head back to your office wis pooks and
closer attention in accounting class. ‘A few hours Withlfhe u say o) ”
pot of coffee and | should be ready to write my report &
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SALES e ""\—Eir,\\ Sales
Gross Revenues $32.35 e
Jess Sales Returns 1'63?128
Net Revenues 30'7 3,534 3
< Cost of Goods Sold (COGS) 23 ger 941 S5y
éeross Profit 7:832'3;2 ;‘;52
A : 48
fiiﬁ ;'&GD' g(xp- 3232;;? T
NET PROFIT OR LOSS 3,644',737 111;2
. (0GS .
| ; ateria
| Jas Freight In 663,263 216
Material Price Variance -5,398 —0.02
Material Usage Variance 1,489,533 4.85
Standard Material Cost 6,675,111 21973
Purchase Discounts -12,806 —0.04
Inventory Adjustment 196,020 0.64
Total Materials 9,005,723 29.31
Direct Labor
Labor Rate Variance 291,631 0.95
Labor Efficiency Variance 423,876 1.38
Standard Labor Cost 2,288,258 7.45
Downtime 1,137,588 3.70
Total Labor 4,141,353 13.48
Indirect Mfg. Costs
Depreciation 2,856,017 9.30
Safety & Insurance 446,501 1.45
MRO Supplies 502,765 1.64
| Occupancy Cost 557,652 1.82
| Salary Supervisor 368,519 1.20
‘ Salary Indirect 1,232,139 4.01
i Salary Engineer 352,040 145
& Salary QA 408,366 1.33
: Rework Labor 604,327 1.97
Repairs 305,817 1.00
Property Taxes 789,512 257
Utilities 1,255,437 4.09
Overhead Variance 69,650 0.23
9748742 . 3178
22,895,818  74.52
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Case Stupy 12.2: Acme, Ltd.

©2005 Victor E. Sower, Ph.D., C.Q.E.

The general manager of the Manufacturing Division of Acme, Ltd. fs prepar-
ing for an upcoming P&L meeting with her boss and representatives from
Corporate Accounting. She begins by reviewing the data she has collected:

Coenndd IR e

Category Last Year This Year

0
Sales $25,000,000 530,288,830
COGS 21,250,000 252;,400'000
S,G, & A 2,000,000 2,100:000
Net Profit 1,750,000 Z

oo AN o

ined relativel)’“’”Stant
Prices for the company’s products and costs have remainé
he past year. + rising 4
4 tAs sPhe dyigs a little deeper, she becomes con‘cerne? ?:)C;\‘Jas gon g“ setj
costs. Total COQ last year was $3,187,500. This yer?  countan® w': 2
$3,825,000—a $637,500 increase. She is certain that tf econcerned A ;itufe
thi’s as'an unreasonable increase in quality costs. Shf:olsS s o true P
best way to present the COQ figures at the meetlr;%ice would Y0
How do you interpret this increase and v~{hé\t7 a
about the best way to present the information:

ality
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1. Obtain an income statement from ‘ll (l(i*t(l‘(l there & ) 4

7 g sy cOStLS . P, o

statement. Classify as many of the (()\.l o0 tell you & o yol s
) 3 PTG Do e

categories, What does the COQ (hs(lll e pabY has¢ I e i
What suggestions would you make to the L e W o

gh PR " yo i SRR s G A ”lilt (h)(‘l““(:l -‘lliti(‘l(“ln'l'(‘”




