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/. Missing Dato; Stotements; Invantery Somputafion "1 know L' oo peelly
pood scigntisl, bl | goess [ stil] have sping things 1o l2orn aboor running 3 basicess,” Said
Staci dorales, foondce and prestdent of Adcdica] Technolegy, (pe. “Demand bas hesn 20
stromg fo: cue heart monisor thal [ vwas suve weld be profilabls immediaely, but just [ook =
the gusber of ced Ink Taz he ficsl quarten” The data do which Slaei was referring are showa
beloar;

MEDICAL TECIINOLOGY, LMG,
It eoma: Slatement
For e Quzerder Ended June 30

Sples (IGO0 mondlers) - ooa o ea e £ 915000
Leas operaking sxpeoses:

Eclli?.ﬁ,g anr;gadnﬁnislml:im salacics - .. . § 00,00

SOVESING oo v wai e - 200,50

Cleznipg supplies, prosluglice o0 - - 3,00

Indirec! lakar cas1 ... .. . arveaaea 13500

Depreciaitan, office equipmtal .00 - LR, 0

Ditect Tabor cost ... oo Lo P

Raw naleddnls puschasad - oca v -0 KELHL[LE]

Malniehenes, praductian ..o, @340

Tetuthl oosr, Feeildlies . o oo ca -y 655040

Insupaece, produciidin oo vira - oA

lklEes ... .. it mma et LA

Toepreciation, productlon squipment ... TR

Teavel, salatptrsola o a v v -c o oo Al

Talal Op=rdling SXpEnss - -« ..o v 1135400 -

o 1T S ¥ ;léﬂ.@

“Atb this catz we'll be ol of bugsiness in o yean” said Dorek Looganis, the company s
werquniant. “Bot T'we dogble-checked these figuees, so T ke Loy 're cight,"

Medical Technology wes organized on Ajeill ¥ of the curcenl vear 1o preduce and marke
1 pewlukionary mow heast meqitor, The company's accounting systons was sar un by Herl
Sitnbeck, an cxpericnced ascountinl who recendly Jeft the sompany The saeemenl shove
wai prepared by Lowgonis, Lis assigtant. )

"W may noi last & ygar (0 the insurance gompany docso't pay the $22L000 it owes o
for the 4,000 wonitors lost in the sneck secident s week,™ sxid Siael. “The agent saws gur
<laden i3 infitesd, bul thals a lot of balprey.™ . . .

Just afler the end of e quaster, 2 1ruck carcying 4,000 monilers wiecked and buracd,
destedying the entire boud, The moaitors were a part of the 20000 units completed durang
e guarler ended Pane 3tk They were o a wacchouse awaiting sale at quorier-end end were
sald =nd shippzd o July 2 {lhis sole i aer Docluded on the income statemenl obave), The
wicking comganys insurer iz lulde for the cost of the gonds tost. Lougenis has determined
thas casn af folloows;

Trtal ¢osis Eor The' quarter, 31,135,000
Nionilers produced duzing (he quarler, 20,0000
4,000 croni 0z ¥ 356,75 = SZTT,0H00

= 536,75 porumid

The Fltowing addittonn] infermalion 15 available on 1he ¢ompany's activilies during the
guitr l&r entecl June 30
a. Iewerigries ol ¢the boginning and cod of 1he guarier were a7 Fallows:

April 1 Juoe 30
Rew naaleninls ., ... - LiDaog
Work icproges .. - E15ar
EFinished grads *. ., 0 -0 ?

b. Erghty pereent of the rental coss for feeilicics apd 0% of the wifilies cost relate
W oddnufactoring operidions.” The remainiag onounts relue 12 selling and adminisra-
IV aelekilics.

What concepiuzl errors, if any, wgn: msde.an prepazing the income statemend adove?
Prepirg 2 sehedule of oesi of gocd: swoefcired for the squarmer.

Prepure 4 eoceecned incime stitemenl for 1ha quarier. Yeur stmemzel showld sher in
deteil how e cost ol goods sold is coraputed.
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<. Stanco, ing,, is 8 decenirallzed crpanieation containing five divisions, The com-
pany"a Elcorronics Division produces s varicdy of clecironics items, mcluding an X153 cirouit
board. The divigion (which is eperatiog al capacily) sclls she KL% clreudt board o regular
cusiamiers for 31230 gach. The civcwit baords have a varizble produciion s of $3,25 cach,

The company™s Clock Division has zsked the Electronics Trivision to supply i1 with a
large quantivy of KES circuit boards for only 5% each. The Clack Division, which |2 opera-
vag al only 60% F capacity, will put the circult boa rdg docn 2 timing devies chal § will producs
ond =ebl 1o @ Jarge oven manufaciucer, The cost of the tizming davice Boing manufactured by
the Clack Drivision Sidlows;

ALS iecuit boaed [desired 2o5E) Lol e 5 A0
Oiber puechased pares (Trom owlslde vendars) 2000 30,00
o = 16,5
Vopahle verhead ca 0 ae i ee e e 4.5
Fixed cverbeed &nd administiralive casig - .. ... -, 050

Telad G0t per 1iming devies , . ot e e #HoE

Tho manager of the Cloek Division feels thal she can't guote 3 price greater Hhan $70 per
timing dovice w 1l aven manufaciurer iF her division is to ges the jeb, At showe abowve, L
erder 1o keep die prics a0 520 ar less, $he ¢an't pay more then 5% per unit oo the Elecironice
Rivizion For dhe XL5 gircuil beards. Although the 3% price for the LS5 circuit boards rep-
resenls 3 substenlial disccunt from (e norosal 332,50 prics, she feels thal the price conees-
gitom 15 necessary for her division b gat e oveat mieEactorer contracl end thereby kece its
core of highly dreined peopls. ]

The compeny wscd RO and dollar profis in measuring divisionsl performance,

1. Assume thal yow arc the imatager of the Elsclonics Division, Would you recomecnd
thai yener Fivision sucply 1the XMLA cirewin toards te the Tlock Thvision for 59 gach &5
ceqguesledT Winy or why not? Show oIl ¢omputations.

2. Whould it be o the sheri-run econgmie advadtage oF the company 85 2 whole for the
Electronics Divicien 1o supply the Cock Division wilh the ciccwit beards for 39 cack?

~ Baxplain vour aogwer. - .

(F + £ /=5 F 2=z )

Wlichar] Lee wes bired a5 chlef sxecutive officer (CEQY in leve Bowemir by the bﬂal"i_'f'f
dicsciers af Hunler Elecironics, a compiny 1hat produges & statc-of-the-art CLr-R0N drive
o parsonu] cormpilers, The previons CEC hud boen fired by the board dee e o serics af
questionable business preclices incleding prematorsly recording Tovenues on produsts the
lwail nar et been shipped o fustomers.

Micheel folt thol his first prioticy on Lhe jab was fo testocs cmplopes murils—walch
had suffered during the previews CEQ'S roign, He was pariicularly anxious 1o build 4 senss
ol teust bowesen himsclf and the company's cmployess, His second pricrity was 1'1"_Pf=l?3['=
the budget for (ke soming yar, wilch the board of dicgciors wanted 1o review in Lher
December 13 meeling-

After herarmecing ool the details in meelings with key manapecs, Mlchacl wes bl to puL
wgailier 5 dudget Liat he (el the sempany could reatislicaliy meet durang the coming year.

Thi bucdgel appears bolow;
Ea:lc Budact Dela

Unlts in beginoing invenlaiy o vvia - A
Unles prodeesd .. ... oL 20000
Uaissold vy re o ce e e A0
Urles Im ending Irmenlnr:r diriE e =Ll
YWarioble casis per wnili
Turect maberiadd « v cm v e e 50
DirectIBBO ws v rm i rmg s omm s mmmt iy
Woriable manefacionng pverhead oo L 2
Warialils selllng nred dministrative ... 19

Totat ariable 2051 pag unit .- ... oL v 20
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Fised eogia:
Flaed manpieplucng peerhead - ... ..., F &4400,000
Flagd setling vod vdminisimtiva . .. o .. 0o M
Tl Geed gty ooy oo oo oan SLZUHO0K0
HUNTCE ELECTRONICS
Budyeted Income Sraleinchi
[obtorplion oiedliod)
Snles GO0 MATEEY v a vt rae mee e e e e FLUALUTRRL
Coat of gooda getd:
- BEginditp VLY «a vt s m e 3 =0
Cosl oF gatsls manufasiarsd [mn.um uaits 3 SLFA) .00 HRAD DD
Gapds avadoble far sale . - .. ... .. - = N1
LessendingimvendpTy .. .. .. oL oL ia e rnaae - A, HD
OmMss Mmargin . . cca .o cicii ot emi i P 9500,
Ledt sellirg and admidisLralive ¢x||3=n5:.-a:
Variatls sellEng pred BOEMENESRElYE L oe i en i ee e BAO0UHH]
Elsed c21ling and adminlsirative o varee oo n 3,600, THH) 55T, 000
BEINEMIE «a vt ma bt e mem A ra e £ 4K, 0

While the baard of Girectors did not oppos the udger, they made it clear 1hat the budgal
was nat a5 ambitisus 35 they hed boped. The most indleemial mamber of the board stated
that “our lop managees should have 1¢ Teally sireich 1 mesL prafd goals." Afr some dis-
cussign, the board declded o stt 3 pecfit poal of 54,300,000 for the <oming yese To provide
$P0RE ineenlives and & wins=win Siwatign, The board agrecd to pay ost Tonwses LD top bean-
apers of S200008 i this profil ot ware mar. dichacl's share of the hores posd would Be
350,000, The bonws woold e allegrenoihing. IF acmal ot income Lumed oue @ be
£4,800,000 or moce, the barws would ha paid. lcewise, 1o tenus wanld be atloweed.

1. Assuming thai the company dues ol baild op [ imeentory (e, prodeciisn equals sales)
and ils sellinge price ond cosl steushure remsn the suoe, o many anits of the C0- B0
rivg would buve to be 501d to meel the Agger wel incane af 34,5000

2. Wrify your snswrer ¢o €1) above by constoucting o revised budgel and budgeled dncibe
slateenen thas yiclds & net ineome of 34,800,000 Use the shaorglion costing medhgd.

3. Unfortonately, by Ocsaber of the next yeor it had becoate clear that the company would
nol b able ta make the 54, B00,00 darge profit. tn fact, i1 looked like the company
wrtld wind pp e year 3s originally planned, with sales of 200,000 units, ne ending
iweneories, and a protic of Fd,000,000.

Several managers who wers réluctant 1 1062 their year-end bonesss epproached bie-
chael uml sugmested dhat |he pompany eold s1tl shovr a profig of 3EE00,000, The man-
ngers argued that at the preseot rals of sales, therg wan engugh capecity by warking
inerlime i praduce tens of thowkands of additioasel CO-RONM drives for the warshobse.
Crvertime sost might hive vo be dngur red, but all of 1his zddilicnal cost weuld be assigned
to the CD-ROM dives in onding anvenlory.

[f sales ary 200,000 units for the paar ard The seling prll:'s and cost siTECIUre Femddn
the same, haw many wnts weuld have 1o be produced o glaw @ profit of at least
84 MU0, 000 pndee absaiplion cosling® {Round your wnewer op o the naureslwhole unit. )

4. Verify your answer o (3] abuve by constructing in inconte sizcencnd. Use the abgorp.
Ligpit cpsing mstlzpd.

5, [0 you think Michae| Les should appreve dhe plan 1o build ending invantories in order
I attain e taTged prodhl?
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