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Executive Summary

Blue Ridge manufactures and sells towels for the U.S. “sports towel” market.

In analyzing Blue Ridge Manufacturing’s potential in using strategic cost analysis to assess the profitability of their customer accounts, we have incorporated an analysis of

· Blue Ridge’s existing and potential Competitive Strategy  

· Blue Ridge’s Cost system; and the consistency of this cost system with the above strategies 

· A spreadsheet analysis assessing profitability of the three customer groups 

It is critical that Blue Ridge has a dynamic and integrative view of competitive strategy. Many other managers and their companies pay stiff penalties for failing to recognize the dynamic nature of strategy, such as anticipating a changing market structure and to consider potential interactions of competitors over time. 

In addition, it is crucial that Blue Ridge’s cost systems are consistent and have close linkages with the strategies developed. This would ensure that the more profitable product lines are developed and that costing of activities is accurate. 

Lastly, with the development of a spreadsheet analysis, Blue Ridge would be able to examine the profitability of its three customers groups. 

Competitive Strategy 

a. Product differentiation

An absence of perceived differences among competing alternatives means the conversation with customers soon turns to prices, terms and sales conditions, and rivalry intensifies. Blue Ridge has managed to lessen this rivalry by emphasizing product differences towards its customers. 

Product differentiation involves creating something that is perceived industry wide as being unique. Clearly, their approach lies in offering their customers towels of different sizes and custom designs. Customizations, as the term suggests- to make or alter to individual or personal specifications refers to the four processes, which Blue Ridge offers- designed, knitted, printed and embroidered towels. 

These perceived differences could develop into strong preferences and loyalties amongst customers, thus making them resistant to competing offerings and less sensitive to price. The long-run attractiveness is further enhanced when the differences are difficult to imitate. 

Another approach to differentiation is through Blue Ridge’s potential in technological leadership. They have a break-through technology in developing superior ink, and assuming that it patents this technology, this probably means that for several years to come, Blue Ridge would have a competitive edge against its competitors in the inking process. Blue Ridge’s towels would be considered superior in quality if other companies do not have this breakthrough in technology. 

In addition, since the non-toxic ink allows for avoidance of EPA disposal requirements, as it can be “washed down the drain”; these might possibly equate to cost savings. Thus instead of the more commonly known trade off between cost and differentiation occurring, the quality improvements might cause lower reject rates, lower cost of adjustments and repairs, and thus imply the possibility of Blue Ridge being a low-cost leader. 

At the same time, upgrading to a better quality towel may even result in the product being sold at a higher price. However, to ensure superior profitability with a superior value strategy, the price premium the customer is willing to pay must exceed any costs of providing the extra value. 

b) Supplier Power

The ability of large suppliers to withstand bargaining efforts by their customers depends on their size relative to the customers’. Blue Ridge has a competitive edge as a supplier as firstly, it has 3 relatively distinct customer groups; with no one group purchasing more than half of its products. (i.e. number of units sold is relatively spread out.) In addition, within these 3 main customer groups, Blue Ridge actually has a total of 986 (8+154+824) individual customers. This is crucial as it implies that Blue Ridge is not dependent on any one of its customers and can therefore afford to lose some of them.

Furthermore, supplier power could be a competitive advantage if we assume that Blue Ridge’s customers are very much reliant on its products because they cannot get equivalent quality elsewhere, or they are locked into the company so greatly to the extent that the cost of switching is much greater than any benefits a new supplier can promise. 

c) Benchmarking

Benchmarking is a process of learning from other companies, to determine how Blue Ridge is performing in relation to the other companies. It includes, wherever possible, visits to or studies of other competing or non-competing organizations. 

This is an important tool that enables Blue Ridge to identify the best practices available and improve any weaknesses within the organization, in order to achieve a competitive advantage. Often, benchmarking provides the momentum necessary for implementing change. 

As Blue Ridge’s corporate culture is evolving and becomes more accommodating of techniques such as benchmarking, it is vital that Blue Ridge considers the potential of this technique. Benchmarking allows Blue Ridge to emulate proven work practices of the industry. It also forces Blue Ridge to evaluate its operations using the highest standards in the industry and consequently solves the right problems. This would increase Blue Ridge’s confidence in setting relevant goals, knowing that the best practices have already paved the way. 

For example, in Blue Ridge’s consideration of upgrading the quality of the towel and “going national”, Blue Ridge could look into the practices of other companies and decide the feasibility of following their footsteps. Simultaneously, Blue Ridge could consider hiring a consultant or gather data indirectly through industry publications, suppliers, public records, etc.

d. Just-in-time (JIT)

Just-in-time (JIT) manufacturing, focuses on reducing time, cost, and poor quality within manufacturing processes. Just- in- time is a highly probable competitive strategy for Blue Ridge because it makes use of principles, which is consistent with Blue Ridge’s strategy of product differentiation. Firstly, JIT emphasize a product-oriented layout, rather than the traditional process-oriented layout. If Blue Ridge uses the product-oriented layout, they would organize production departments around the product lines. This would translate into reduced lead and setup times, and even cost savings in terms of setup costs, as there is no need for setups when the product has its own cell. Blue Ridge would also save storage space, as there would be reduced inventory. 

JIT also emphasizes team-oriented, employee involvement, which is a management approach that grants employees the responsibility and authority to make decisions about operations, rather than relying solely on management instructions. This is in line with Blue Ridge’s worker empowerment program. Thus, if Blue Ridge were to implement the JIT system, it would be a competitive strategy for them since they have the capabilities to use JIT effectively.      

At the same time, upgrading to a better quality towel may even result in the product being sold at a higher price. However, to ensure superior profitability with a superior value strategy, the price premium the customer is willing to pay must exceed any costs of providing the extra value. 

2) Type of costing system

	Table 1
	 
	 
	 
	 
	 
	 

	BLUE RIDGE MANUFACTURING
	 
	 
	 
	 
	 
	 

	Product and Customer
	 
	 
	 
	 
	 
	 

	Size Statistics
	 
	Sales by Units by Customer Account Sizes

	 
	 
	 
	Large
	Medium
	Small
	Total

	Towel
	 
	 
	 
	 
	 
	 

	Regular
	
	
	27,250
	16,600
	10,550
	54,400

	Mid-size
	
	
	36,640
	18,552
	10,308
	65,500

	Hand
	
	
	35,880
	19,966
	95,954
	151,800

	Special
	
	
	480
	3,426
	594
	4,500

	Number of units sold
	
	
	100,250
	58,544
	117,406
	276,200

	Number of units embroidered
	
	
	5,959
	6,490
	29,394
	41,843

	Number of units Dyed
	
	
	20,536
	9,935
	12,328
	42,799

	Sales Volume
	
	
	$308,762
	$183,744
	$318,024
	$810,530

	Number of orders received
	
	
	133
	845
	5,130
	6,108

	Number of Shipments Made
	
	
	147
	923
	5,431
	6,501

	Number of Invoices Sent
	
	
	112
	754
	4,737
	5,603

	Account with Balance >60
	 
	 
	1
	11
	122
	134


Table 1 shows the breakdown of sales by units by customer account sizes. The sizes breakdown of towel refers to the job costing system adopted by Blue Ridge. 

	Table 2
	 
	 
	 
	 
	 
	 
	 

	BLUE RIDGE MANUFACTURING
	 
	 
	 
	 
	 
	 
	 

	Line 1 Direct Manufacturing Costs
	 
	 
	 
	 
	 
	 
	 

	 
	
	Quantity
	Sales Price
	Direct Materials
	Direct Labor
	Factory Overhead
	Total

	Towels
	Regular
	54,400
	$3.60
	$0.60
	$0.37
	$0.22
	$1.19

	 
	Mid-size
	65,500
	3.20
	0.50
	0.33
	0.20
	1.03

	 
	Hand
	151,800
	2.55
	0.39
	0.31
	0.19
	0.89

	 
	Special
	4,500
	4.00
	0.67
	0.48
	0.29
	1.44

	 
	
	
	
	
	
	
	 

	Line 2 Direct Costs of Customizing
	
	
	
	
	
	 

	 
	
	Quantity
	Sales Price
	Direct Materials
	Direct Labor
	Factory Overhead
	Total

	Inking (based on passes)
	
	552,400
	-
	$0.0030
	$0.0045
	$0.0742
	$0.0817

	Dyeing
	
	42,798
	$0.11
	-
	-
	0.0000
	$0.1100

	Embroidery
	
	41,842
	-
	$0.0026
	$0.1750
	$1.0994
	$1.2770

	Direct Labor Wage Rate: $9.00 (Including Fringes)
	
	
	
	
	 

	Inkling requires one pass for each color used, average 2 colors per towel
	 
	 
	 


Table 2 shows the breakdown of direct manufacturing cost. Line 1 of direct manufacturing uses job order costing while Line 2 of direct costs of customizing makes use of process costing.

Blue Ridge uses a hybrid of job order and process costing in its manufacturing. In some ways the job order cost and process system are similar. Both system accumulate product cost-direct material, direct labor, and factory overhead- and allocate these costs to the units produced. Both systems maintain perpetual inventory accounts and with subsidiary ledgers for materials, work in process and finished goods. The main difference between the two systems is the form in which the product costs are accumulated and reported. 

In accounting for direct manufacturing costs, product costs are accumulated by job. Each individual customer who orders the different types of towels is viewed as an individual job. Then all these orders by customers are allocated according to their size and reported so that management would know the cost of the different sized towels. This is in a way consistent with their strategy of product differentiation because then management would know the cost of a product line. 

In processes such as inking, dying and embroidery, Blue Ridge probably uses process costing. Individual department accumulates the cost of each process so that eventually management knows the unit cost of each process. This is inconsistent with their strategy of product differentiation, as we do not know whether the additional cost incurred for each product customized is the same and accurate for different sized towels. Furthermore, if Blue Ridge were to implement a JIT system where the manufacturing process is done according to product lines, it would seem that costing the unit cost of each process is inappropriate because production would be separated by the different towel sizes and therefore, so should the costing. 

In accounting for the selling and administrative activities, Blue Ridge makes use of activity-based costing. The activity based costing system determines the cost of activities and then traces these costs to cost objectives (services) on the basis of the cost objective’s utilization of units of activity. Subsequently, these costs are allocated in terms of each function, such as shipping, sales, marketing and others. The activity-based costing system used here is inconsistent with their strategy of product differentiation (in terms of product sizes) because the costing is determined in terms of the different functions instead of the different product types. 

Furthermore, with the implementation of a spreadsheet analysis to determine the profitability of each customer groups, Blue Ridge would realize that their existing costing approach is to their disadvantage, as they would not know the profitability of the different customer groups.

3) It appears that the costing approaches used by Blue Ridge in allocating the cost of the different manufacturing and non-manufacturing activities is unfocused and incongruent with one another. Hence, it is critical that Blue Ridge adopt a different approach in understanding their costing. In the next section, we dissect the direct costs of customizing, selling and administrative expenses to their cost drivers into 3 customer groups. This will help to understand the profitability of the segments. 

3) Spreadsheet Analysis

	Blue Ridge Manufacturing Cost

	 
	Customers

	 
	Unit Cost
	Large
	Medium
	Small

	Direct Materials
	
	Units
	Total Cost
	Units
	Total Cost
	Units
	Total Cost

	Regular
	 $    0.60 
	27,250
	 $16,350.00 
	16,600
	 $9,960.00 
	10,550
	 $  6,330.00 

	Mid-Size
	 $    0.50 
	36,640
	 $18,320.00 
	18,552
	 $9,276.00 
	10,308
	 $  5,154.00 

	Hand
	 $    0.39 
	35,880
	 $13,993.20 
	19,966
	 $7,786.74 
	95,954
	 $37,422.06 

	Special
	 $    0.67 
	480
	 $     321.60 
	3,426
	 $2,295.42 
	594
	 $     397.98 

	Total
	$2.16
	 
	$48,984.80
	 
	$29,318.16
	 
	$49,304.04

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Unit Cost
	Large
	Medium
	Small

	Direct Labour
	
	Units
	Total Cost
	Units
	Total Cost
	Units
	Total Cost

	Regular
	 $    0.37 
	27,250
	 $10,082.50 
	16,600
	 $6,142.00 
	10,550
	 $  3,903.50 

	Mid-Size
	 $    0.33 
	36,640
	 $12,091.20 
	18,552
	 $6,122.16 
	10,308
	 $  3,401.64 

	Hand
	 $    0.31 
	35,880
	 $11,122.80 
	19,966
	 $6,189.46 
	95,954
	 $29,745.74 

	Special
	 $    0.48 
	480
	 $     230.40 
	3,426
	 $1,644.48 
	594
	 $     285.12 

	Total
	$1.49
	 
	$33,526.90
	 
	$20,098.10
	 
	$37,336.00

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Unit Cost
	Large
	Medium
	Small

	Factory Overhead
	
	Units
	Total Cost
	Units
	Total Cost
	Units
	Total Cost

	Regular
	 $    0.22 
	27,250
	 $  5,995.00 
	16,600
	 $3,652.00 
	10,550
	 $  2,321.00 

	Mid-Size
	 $    0.20 
	36,640
	 $  7,328.00 
	18,552
	 $3,710.40 
	10,308
	 $  2,061.60 

	Hand
	 $    0.19 
	35,880
	 $  6,817.20 
	19,966
	 $3,793.54 
	95,954
	 $18,231.26 

	Special
	 $    0.29 
	480
	 $     139.20 
	3,426
	 $   993.54 
	594
	 $     172.26 

	Total
	$0.90
	 
	$20,279.40
	 
	$12,149.48
	 
	$22,786.12

	 
	 
	
	 
	 
	 
	 
	 

	Total Direct Manufacturing Cost
	 
	$102,791.10
	 
	$61,565.74
	 
	$109,426.16

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Unit Cost
	Large
	Medium
	Small

	Inking (Based on passes)
	
	Units
	Total Cost
	Units
	Total Cost
	Units
	Total Cost

	Direct Materials
	 $ 0.0030 
	200,500
	 $     601.50 
	117,088
	 $   351.26 
	234,812
	 $     704.44 

	Direct Labour
	 $ 0.0045 
	200,500
	 $     902.25 
	117,088
	 $   526.90 
	234,812
	 $  1,056.65 

	Factory Overhead
	 $ 0.0742 
	200,500
	 $14,877.10 
	117,088
	 $8,687.93 
	234,812
	 $17,423.05 

	Total
	$0.0817
	 
	$16,380.85
	 
	$9,566.09
	 
	$19,184.14

	 
	Unit Cost
	Large
	Medium
	Small

	Dyeing
	
	Units
	Total Cost
	Units
	Total Cost
	Units
	Total Cost

	Cost
	 $ 0.1100 
	20,536
	 $  2,258.96 
	9,935
	 $1,092.85 
	12,328
	 $  1,356.08 

	Total
	$0.1100
	 
	$2,258.96
	 
	$1,092.85
	 
	$1,356.08

	 
	 
	 
	 
	 
	 
	 
	 

	 
	Unit Cost
	Large
	Medium
	Small

	Embroidery
	
	Units
	Total Cost
	Units
	Total Cost
	Units
	Total Cost

	Direct Materials
	 $ 0.0026 
	5,959
	 $      15.49 
	6,490
	 $     16.87 
	29,394
	 $      76.42 

	Direct Labour
	 $ 0.1750 
	5,959
	 $  1,042.83 
	6,490
	 $1,135.75 
	29,394
	 $  5,143.95 

	Factory Overhead
	 $ 1.0994 
	5,959
	 $  6,551.32 
	6,490
	 $7,135.11 
	29,394
	 $32,315.76 

	 
	   
	 
	   
	 
	   
	 
	   

	Total
	$1.2770
	 
	$7,609.64
	 
	$8,287.73
	 
	$37,536.14

	Total Direct Customizing Cost
	 
	$26,249.45
	 
	$18,946.67
	 
	$58,076.36


	Activity
	Cost Drivers

	Entering Purchase Orders
	Number of orders- I.e. sales orders

	Commissions
	Direct; only medium category

	Shipping Activities
	Number of shipments

	Invoicing 
	Number of Invoices

	Cost to make sales calls
	Direct; only large category

	Checking credit
	Percent Accounts >60 Days

	Samples, Catalog Info.
	Sales Dollars

	Special Handling Charges
	Management Estimate--> 20% M, 80% S

	Distribution management
	Sales Dollars

	Marketing, by Customer Type
	Sales Dollars

	Advertising/Promotion
	Management Estimate--> 25% M, 75% S

	Marketing
	Number of units sold (less special)

	Administrative Office Support
	Number of units sold (less special)

	Licenses, fees
	Direct; only medium category


The table in the previous page describes the activities that drive cost in shipping, sales, marketing and other departments. Using the activities as drivers, we come up with the breakdown of cost in the S&A section. 

	Selling and Administrative Activities:

	
	Shipping
	Sales
	Marketing 
	Other
	Total

	Activity
	%
	Cost
	%
	Cost
	%
	Cost
	%
	Cost
	 

	Entering Purchase Orders
	 
	 
	0.55
	 $  85,360 
	 
	 
	0.10
	 $  6,850 
	 $  92,210 

	Commissions
	 
	 
	0.10
	 $  15,520 
	 
	 
	 
	 
	 $  15,520 

	Shipping Activities
	0.65
	 $21,125 
	 
	 
	 
	 
	0.15
	 $10,275 
	 $  31,400 

	Invoicing 
	 
	 
	 
	 
	 
	 
	0.20
	 $13,700 
	 $  13,700 

	Cost to make sales calls
	 
	 
	0.30
	 $  46,560 
	 
	 
	0.10
	 $  6,850 
	 $  53,410 

	Checking credit
	 
	 
	 
	 
	 
	 
	0.10
	 $  6,850 
	 $    6,850 

	Samples, Catolog Info.
	0.05
	 $  1,625 
	 
	 
	0.10
	 $  2,970 
	 
	 
	 $    4,595 

	Special Handling Charges
	0.05
	 $  1,625 
	 
	 
	 
	 
	0.05
	 $  3,425 
	 $    5,050 

	Distribution management
	0.10
	 $  3,250 
	 
	 
	0.10
	 $  2,970 
	 
	 
	 $    6,220 

	Marketing, by Customer Type
	 
	 
	0.05
	 $    7,760 
	 
	 
	 
	 
	 $    7,760 

	Advertising/Promotion
	 
	 
	 
	 
	0.30
	 $  8,910 
	 
	 
	 $    8,910 

	Marketing
	0.15
	 $  4,875 
	 
	 
	0.50
	 $14,850 
	0.05
	 $  3,425 
	 $  23,150 

	Administrative Office Support
	 
	 
	 
	 
	 
	 
	0.20
	 $13,700 
	 $  13,700 

	Licenses, fees
	 
	 
	 
	 
	 
	 
	0.05
	 $  3,425 
	 $    3,425 

	Total S&A
	1.00
	 $32,500 
	1.00
	 $155,200 
	1.00
	 $29,700 
	1.00
	 $68,500 
	 $285,900 

	
	 
	 
	 
	 
	 
	 
	 
	 
	 


	
	Total
	
	UC
	Large
	
	Medium
	
	Small
	

	Entering purchase orders
	6108
	 $  92,210 
	 $  15.10 
	133
	 $   2,008 
	845
	 $12,757 
	5130
	 $  77,446 

	Commissions
	1
	 $  15,520 
	 $15,520 
	0
	 $          - 
	1
	 $15,520 
	0
	 $           - 

	Shipping Activities
	6501
	 $  31,400 
	 $    4.83 
	147
	 $      710 
	923
	 $  4,458 
	5431
	 $  26,232 

	Invoicing 
	5603
	 $  13,700 
	 $    2.45 
	112
	 $      274 
	754
	 $  1,844 
	4737
	 $  11,583 

	Cost to make sales calls
	1
	 $  53,410 
	 $53,410 
	1
	 $ 53,410 
	0
	 $         - 
	0
	 $           - 

	Checking credit
	134
	 $    6,850 
	 $  51.12 
	1
	 $       51 
	11
	 $     562 
	122
	 $    6,237 

	Samples, catalog info
	810530
	 $    4,595 
	 $    0.01 
	308762
	 $   1,750 
	183744
	 $  1,042 
	318024
	 $    1,803 

	Special handling charges
	1
	 $    5,050 
	 $  5,050 
	0
	 $          - 
	0.2
	 $  1,010 
	0.8
	 $    4,040 

	Distribution management
	810530
	 $    6,220 
	 $    0.01 
	308762
	 $   2,369 
	183744
	 $  1,410 
	318024
	 $    2,441 

	Marketing, by Customer Type
	810530
	 $    7,760 
	 $    0.01 
	308762
	 $   2,956 
	183744
	 $  1,759 
	318024
	 $    3,045 

	Advertising/Promotion
	1
	 $    8,910 
	 $  8,910 
	0
	 $          - 
	0.25
	 $  2,228 
	0.75
	 $    6,683 

	Marketing
	271700
	 $  23,150 
	 $    0.09 
	99770
	 $   8,501 
	55118
	 $  4,696 
	116812
	 $    9,953 

	Administrative Office Support
	271700
	 $  13,700 
	 $    0.05 
	99770
	 $   5,031 
	55118
	 $  2,779 
	116812
	 $    5,890 

	Licenses, fees
	1
	 $    3,425 
	 $  3,425 
	0
	 $          - 
	1
	 $  3,425 
	0
	 $           - 

	Budgeted S&A
	 
	 $285,900 
	
	
	 $ 77,060 
	
	 $53,490 
	
	 $155,350 

	Add: Adjustments for under allocated costs
	
	 $ (39,100)
	
	
	 $(10,539)
	
	 $ (7,315)
	
	 $ (21,246)

	Actual S&A
	
	 $325,000 
	
	
	 $ 87,599 
	
	 $60,805 
	
	 $176,596 


Using the actual selling and administrative costs, we come up with the budgeted S&A before adding back the under allocated costs that increase the S&A costs. 

	Sales Revenue of different sizes of towels

	
	
	Large
	Medium
	Small
	Total

	Towel size
	Sales Price
	Qty
	$
	Qty
	$
	Qty
	$
	Qty
	$

	Regular
	 $3.60 
	27,250
	 $  98,100.00 
	16,600
	 $  59,760.00 
	10,550
	 $  37,980.00 
	54,400
	 $195,840.00 

	Mid-size
	 $3.20 
	36,640
	 $117,248.00 
	18,552
	 $  59,366.40 
	10,308
	 $  32,985.60 
	65,500
	 $209,600.00 

	Hand
	 $2.55 
	35,880
	 $  91,494.00 
	19,966
	 $  50,913.30 
	95,954
	 $244,682.70 
	151,800
	 $387,090.00 

	Special
	 $4.00 
	480
	 $    1,920.00 
	3,426
	 $  13,704.00 
	594
	 $    2,376.00 
	4,500
	 $  18,000.00 

	
	
	
	 $308,762.00 
	
	 $183,743.70 
	
	 $318,024.30 
	
	 $810,530.00 


The breakdown of sales revenue earned by different customer groups. 

	Blue Ridge Manufacturing

	Income Statement For the Year Ending 19X2

	 
	
	
	
	 

	 
	Large
	Medium
	Small
	Total

	Sales
	 $  308,762.00 
	 $183,743.70 
	 $318,024.30 
	 $810,530.00 

	Less: Cost of goods manufactured
	
	
	
	 

	Towels (Direct Mfg cost)
	 $  102,791.10 
	 $  61,565.74 
	 $109,426.16 
	 $273,783.00 

	Less: Adjustments for
	
	
	
	 

	Over-applied costs
	 $    (4,683.71)
	 $   (2,805.26)
	 $   (4,986.03)
	 $ (12,475.00)

	Inking
	 $    16,380.85 
	 $    9,566.09 
	 $  19,184.14 
	 $  45,131.08 

	Dyeing
	 $     2,258.96 
	 $    1,092.85 
	 $    1,356.08 
	 $    4,707.89 

	Embroidery
	 $     7,609.64 
	 $    8,287.73 
	 $  37,536.14 
	 $  53,433.51 

	Total Customizing Cost
	 $    26,249.45 
	 $  18,946.67 
	 $  58,076.36 
	 $103,272.48 

	Other Factory Overhead
	   
	   
	   
	   

	Total Cost of goods Manufactured
	 $  124,356.85 
	 $  77,707.15 
	 $162,516.48 
	 $364,580.48 

	Gross Profit
	 $  184,405.15 
	 $106,036.55 
	 $155,507.82 
	 $445,949.52 

	 
	
	
	
	 

	Less: Operating Expenses
	
	
	
	 

	Selling & Administration
	 $    87,599.18 
	 $  60,804.86 
	 $176,595.96 
	 $325,000.00 

	Profit before taxes
	 $    96,805.97 
	 $  45,231.69 
	 $ (21,088.15)
	 $120,949.52 

	Taxes @ 30%
	 $    29,041.79 
	 $  13,569.51 
	 $   (6,326.44)
	 $  36,284.86 

	Net Profit after taxes 
	 $    67,764.18 
	 $  31,662.18 
	 $ (14,761.70)
	 $  84,664.66 

	 
	 
	 
	 
	 


Profitability Index: 

	Blue Ridge Manufacturing

	 
	Large
	Medium
	Small

	Profit/(Loss) After Taxes ($)
	      67,764 
	    31,662 
	  (14,762)

	Number of customers
	8
	154
	824

	Profit/(Loss) After Taxes per customer ($)
	        8,471 
	         206 
	          (18)
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Based on the figures above, Blue Ridge is making a loss in the small business segment. They are losing on average $18 per order. They are most profitable in the large business segment where this segment has an average profit margin of $8,471 per customer. As there are only 8 customers who are large, it is not entirely safe for Blue Ridge to focus their attention only in the large business segment. The saying that goes: Don’t put all your eggs in one basket apply in this context.

At the same time, the medium segment is doing quite well although not as well as large category. Using distribution approach, Blue Ridge can try to establish good customer relationships with selected medium customers. From there, Blue Ridge can develop joint ventures, subsidiaries or partnership with selected medium companies. Through collaboration, these business adventures can help both Blue Ridge and the company to grow simultaneously.

Recommendations to improve profitability

Profitability is not only about increasing sales. Efficient cost controls can help drive cost down, which in turn increases profitability.

	Large Customer Type- S&A Breakdown using ABC analysis

	
	Number
	Cost
	% Total cost
	Cumulative %
	Band

	Cost to make sales calls
	1
	 $ 53,410 
	69.3%
	69.3%
	A

	Marketing
	99770
	 $  8,501 
	11.0%
	80.3%
	A

	Administrative Office Support
	99770
	 $  5,031 
	6.5%
	86.9%
	B

	Marketing, by Customer Type
	308762
	 $  2,956 
	3.8%
	90.7%
	B

	Distribution management
	308762
	 $  2,369 
	3.1%
	93.8%
	B

	Entering purchase orders
	133
	 $  2,008 
	2.6%
	96.4%
	C

	Samples, Catalog info
	308762
	 $  1,750 
	2.3%
	98.7%
	C

	Shipping Activities
	147
	 $     710 
	0.9%
	99.6%
	C

	Invoicing 
	112
	 $     274 
	0.4%
	99.9%
	C

	Checking credit
	1
	 $       51 
	0.1%
	100.0%
	C

	Advertising/Promotion
	0
	 $         - 
	0.0%
	100.0%
	-

	Commissions
	0
	 $         - 
	0.0%
	100.0%
	-

	Licenses, fees
	0
	 $         - 
	0.0%
	100.0%
	-

	Special handling charges
	0
	 $         - 
	0.0%
	100.0%
	-

	Total
	
	 $ 77,060 
	
	
	


From the table above, Blue Ridge spent an average of $53,410 to make phone calls to the 8 large customers. Perhaps, Blue Ridge can look into other ways of communicating with their customers. Instead of using phone calls, they can use e-mailing, video-conferencing, other Internet services that can reduce the reliance on making phone calls.

They can look into more marketing efforts for example creating a website with the catalog information that provides more information to customers. This way, the large customers may reduce their reliance on sales calls. Porter’s SWOT sums up all: Concentrate their specialties in this profitable segment, and identifying other opportunities that accentuate their superior quality customer services.

In terms of small segment, they may consider dropping small segment gradually. It should not be immediate, as customer goodwill built over a long period will be tarnished if this issue is not handled appropriately. 

If they wish to continue with the small segment, a feasible suggestion is to evaluate the type of activities drives the cost in the small segment, as shown in the table below. 

	Small Customer Type- S&A Breakdown using ABC analysis

	
	Number
	Cost
	% Total cost
	Cumulative %
	Band

	Entering purchase orders
	5130
	 $  77,446 
	49.9%
	49.9%
	A

	Shipping Activities
	5431
	 $  26,232 
	16.9%
	66.7%
	A

	Invoicing
	4737
	 $  11,583 
	7.5%
	74.2%
	B

	Marketing
	116812
	 $    9,953 
	6.4%
	80.6%
	B

	Advertising/Promotion
	0.75
	 $    6,683 
	4.3%
	84.9%
	B

	Checking credit
	122
	 $    6,237 
	4.0%
	88.9%
	C

	Administrative Office Support
	116812
	 $    5,890 
	3.8%
	92.7%
	C

	Special handling charges
	0.8
	 $    4,040 
	2.6%
	95.3%
	C

	Distribution management
	318024
	 $    3,045 
	2.0%
	97.3%
	C

	Marketing, by Customer Type
	318024
	 $    2,441 
	1.6%
	98.8%
	C

	Samples, Catalog info
	318024
	 $    1,803 
	1.2%
	100.0%
	C

	Advertising/Promotion
	0
	 $           - 
	0.0%
	100.0%
	-

	Commission
	0
	 $           - 
	0.0%
	100.0%
	-

	Licenses, fees
	0
	 $           - 
	0.0%
	100.0%
	-

	Total
	
	 $155,350 
	
	
	


From the table, the activities that drive the cost were ranked. Using ABC Pareto’s analysis, the top few items that make up 80% of the S&A cost were known as Band A. Entering purchase orders and shipping activities are in this category. Blue Ridge can reduce these costs by merging the orders together. Their customer service representatives can encourage customers to place larger orders. They can also impose a minimum order requirement for each order. 

In terms of shipping cost, it is observed the number of shipping activities is 301 (5431- 5130) more than the actual number of orders received. This may indicate that orders were shipped incorrectly or multiple shipments per order. This may happen when Blue Ridge is rigorous in their strict implementing of JIT. JIT is good. However, JIT has its own pitfalls. By trying to achieve just in time for all process, it can very costly. It is therefore recommended that Blue Ridge to optimize JIT with respect to cost. A cost-benefit analysis should help them in their decision-making.

To reduce shipping cost, Blue Ridge can consider merging orders received. Consigning different orders going to one destination into a FCL (Full container load) shipment is one aspect they can look into. By using a FCL shipment, Blue Ridge can merge certain costs such as cargo handling charges, B/L documentation charges, etc. which in turn become cost savings. 

Biography

1) http://www.faa.gov/ait/bpi/handbook/chap5.htm
2) http://www.lexis.com/research
3) http://www.pitt.edu/~roztocki/abc/abctutor/
4) http://www.dictionary.com/

5) GTZ Benchmarking (in PDF file format)

6) Competitive Strategy, Techniques for analyzing industries and competitors, With a new Introduction, Michael E. Porter, 1998, The Free Press

7) Wharton on Dynamic Competitive Strategy, George S. Day, David J. Reibstein and Robert E. Gunther, 1997, John Wiley & Sons, Inc.

8) Warren, Reeve, Fess, 1999, South Western College Publishing
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						Blue Ridge Manufacturing								Breakdown of S&A activities																		Small																Medium																Large

																Total		Large				Medium				Small								Small																Medium																Large

						Large		Medium		Small				Entering purchase orders		6108		133		$   2,008		845		$   12,757		5130		$   77,446				Entering purchase orders		5130		$   77,446												Entering purchase orders		845		$   12,757												Entering purchase orders		133		$   2,008

		Profit/(Loss) After Taxes ($)				67,764		31,662		(14,762)				Commissions		1		0		$   -		1		$   15,520		0		$   -				Commissions		0		$   -												Commissions		1		$   15,520												Commissions		0		$   -

		Number of customers				8		154		824				Shipping Activities		6501		147		$   710		923		$   4,458		5431		$   26,232				Shipping Activities		5431		$   26,232												Shipping Activities		923		$   4,458												Shipping Activities		147		$   710

		Profit/(Loss) After Taxes per customer ($)				8,471		206		(18)				Invoicing		5603		112		$   274		754		$   1,844		4737		$   11,583				Invoicing		4737		$   11,583												Invoicing		754		$   1,844												Invoicing		112		$   274

														Cost to make sales calls		1		1		$   53,410		0		$   -		0		$   -				Cost to make sales calls		0		$   -												Cost to make sales calls		0		$   -												Cost to make sales calls		1		$   53,410

														Checking credit		134		1		$   51		11		$   562		122		$   6,237				Checking credit		122		$   6,237												Checking credit		11		$   562												Checking credit		1		$   51

														Samples, catolog info		810530		308762		$   1,750		183744		$   1,042		318024		$   1,803				Samples, catolog info		318024		$   1,803												Samples, catolog info		183744		$   1,042												Samples, catolog info		308762		$   1,750

														Special handling charges		1		0		$   -		0.2		$   1,010		0.8		$   4,040				Special handling charges		0.8		$   4,040												Special handling charges		0.2		$   1,010												Special handling charges		0		$   -

														Distribution management		810530		308762		$   2,369		183744		$   1,410		318024		$   2,441				Distribution management		318024		$   2,441												Distribution management		183744		$   1,410												Distribution management		308762		$   2,369

														Marketing, by Cust Type		810530		308762		$   2,956		183744		$   1,759		318024		$   3,045				Marketing, by Cust Type		318024		$   3,045												Marketing, by Cust Type		183744		$   1,759												Marketing, by Cust Type		308762		$   2,956

														Advertising/Promotion		1		0		$   -		0.25		$   2,228		0.75		$   6,683				Advertising/Promotion		0.75		$   6,683												Advertising/Promotion		0.25		$   2,228												Advertising/Promotion		0		$   -

														Marketing		271700		99770		$   8,501		55118		$   4,696		116812		$   9,953				Marketing		116812		$   9,953												Marketing		55118		$   4,696												Marketing		99770		$   8,501

														Administrative Office Support		271700		99770		$   5,031		55118		$   2,779		116812		$   5,890				Administrative Office Support		116812		$   5,890												Administrative Office Support		55118		$   2,779												Administrative Office Support		99770		$   5,031

														Licenses, fees		1		0		$   -		1		$   3,425		0		$   -				Licenses, fees		0		$   -												Licenses, fees		1		$   3,425												Licenses, fees		0		$   -

														Rank		Large		Medium		Small				Large		Medium		Small						#		Cost		%total cost		Cumu %		Band								#		Cost		%ttl cost		Cumu %		Band								#		Cost		%ttl cost		Cumu %		Band

														Entering purchase orders		3		2		1				$   2,008		$   12,757		$   77,446				Entering purchase orders		5130		$   77,446		49.9%		49.9%		A						Commissions		1		$   15,520		29.0%		29.0%		A						Cost to make sales calls		1		$   53,410		69.3%		69.3%		A

														Commissions		-		1		-				$   -		$   15,520		$   -				Shipping Activities		5431		$   26,232		16.9%		66.7%		A						Entering purchase orders		845		$   12,757		23.8%		52.9%		A						Marketing		99770		$   8,501		11.0%		80.3%		A

														Shipping Activities		3		2		1				$   710		$   4,458		$   26,232				Invoicing		4737		$   11,583		7.5%		74.2%		B						Marketing		55118		$   4,696		8.8%		61.6%		A						Administrative Office Support		99770		$   5,031		6.5%		86.9%		B

														Invoicing		3		2		1				$   274		$   1,844		$   11,583				Marketing		116812		$   9,953		6.4%		80.6%		B						Shipping Activities		923		$   4,458		8.3%		70.0%		A						Marketing, by Cust Type		308762		$   2,956		3.8%		90.7%		B

														Cost to make sales calls		1		-		-				$   53,410		$   -		$   -				Advertising/Promotion		0.75		$   6,683		4.3%		84.9%		B						Licenses, fees		1		$   3,425		6.4%		76.4%		B						Distribution management		308762		$   2,369		3.1%		93.8%		B

														Checking credit		3		2		1				$   51		$   562		$   6,237				Checking credit		122		$   6,237		4.0%		88.9%		C						Administrative Office Support		55118		$   2,779		5.2%		81.6%		B						Entering purchase orders		133		$   2,008		2.6%		96.4%		C

														Samples, catolog info		2		3		1				$   1,750		$   1,042		$   1,803				Administrative Office Support		116812		$   5,890		3.8%		92.7%		C						Advertising/Promotion		0.25		$   2,228		4.2%		85.7%		B						Samples, catolog info		308762		$   1,750		2.3%		98.7%		C

														Special handling charges		-		2		1				$   -		$   1,010		$   4,040				Special handling charges		0.8		$   4,040		2.6%		95.3%		C						Invoicing		754		$   1,844		3.4%		89.2%		B						Shipping Activities		147		$   710		0.9%		99.6%		C

														Distribution management		2		3		1				$   2,369		$   1,410		$   2,441				Distribution management		318024		$   3,045		2.0%		97.3%		C						Marketing, by Cust Type		183744		$   1,759		3.3%		92.5%		B						Invoicing		112		$   274		0.4%		99.9%		C

														Marketing, by Cust Type		2		3		1				$   2,956		$   1,759		$   3,045				Marketing, by Cust Type		318024		$   2,441		1.6%		98.8%		C						Distribution management		183744		$   1,410		2.6%		95.1%		C						Checking credit		1		$   51		0.1%		100.0%		C

														Advertising/Promotion		-		2		1				$   -		$   2,228		$   6,683				Samples, catolog info		318024		$   1,803		1.2%		100.0%		C						Samples, catolog info		183744		$   1,042		1.9%		97.1%		C						Advertising/Promotion		0		$   -		0.0%		100.0%		-

														Marketing		2		3		1				$   8,501		$   4,696		$   9,953				Advertising/Promotion		0		$   -		0.0%		100.0%		-						Special handling charges		0.2		$   1,010		1.9%		98.9%		C						Commissions		0		$   -		0.0%		100.0%		-

														Administrative Office Support		2		3		1				$   5,031		$   2,779		$   5,890				Commission		0		$   -		0.0%		100.0%		-						Checking credit		11		$   562		1.1%		100.0%		C						Licenses, fees		0		$   -		0.0%		100.0%		-

														Licenses, fees		-		1		-				$   -		$   3,425		$   -				Licenses, fees		0		$   -		0.0%		100.0%		-						Cost to make sales calls		0		$   -		0.0%		100.0%		-						Special handling charges		0		$   -		0.0%		100.0%		-

																																Total				$   155,350												Total				$   53,490												Total				$   77,060
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P&L

										Sales Revenue of different sizes of towels

						Large				Medium				Small				Total

		Towel size		Sales Price		Qty		$		Qty		$		Qty		$		Qty		$

		Regular		$   3.60		27,250		$   98,100.00		16,600		$   59,760.00		10,550		$   37,980.00		54,400		$   195,840.00

		Mid-size		$   3.20		36,640		$   117,248.00		18,552		$   59,366.40		10,308		$   32,985.60		65,500		$   209,600.00

		Hand		$   2.55		35,880		$   91,494.00		19,966		$   50,913.30		95,954		$   244,682.70		151,800		$   387,090.00

		Special		$   4.00		480		$   1,920.00		3,426		$   13,704.00		594		$   2,376.00		4,500		$   18,000.00

								$   308,762.00				$   183,743.70				$   318,024.30				$   810,530.00

								Blue Ridge Manufacturing

								Income Statement For the Year Ending 19X2

								Large		Medium		Small		Total

		Sales						$   308,762.00		$   183,743.70		$   318,024.30		$   810,530.00

		Less: Cost of goods manufactured

		Towels (Direct Mfg cost)						$   102,791.10		$   61,565.74		$   109,426.16		$   273,783.00

		Less: Adjustments for

		Over-applied costs						$   (4,683.71)		$   (2,805.26)		$   (4,986.03)		$   (12,475.00)

		Inking						$   16,380.85		$   9,566.09		$   19,184.14		$   45,131.08

		Dyeing						$   2,258.96		$   1,092.85		$   1,356.08		$   4,707.89

		Embroidery						$   7,609.64		$   8,287.73		$   37,536.14		$   53,433.51

		Total Customizing Cost						$   26,249.45		$   18,946.67		$   58,076.36		$   103,272.48

		Other Factory Overhead

		Total Cost of goods Manufactured						$   124,356.85		$   77,707.15		$   162,516.48		$   364,580.48

		Gross Profit						$   184,405.15		$   106,036.55		$   155,507.82		$   445,949.52

		Less: Operating Expenses

		Selling & Administration						$   87,599.18		$   60,804.86		$   176,595.96		$   325,000.00

		Profit before taxes						$   96,805.97		$   45,231.69		$   (21,088.15)		$   120,949.52

		Taxes @ 30%						$   29,041.79		$   13,569.51		$   (6,326.44)		$   36,284.86

		Net Profit after taxes						$   67,764.18		$   31,662.18		$   (14,761.70)		$   84,664.66
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S&A

		Selling and Administrative Activities:																								Total				UC		Large				Medium				Small

				Shipping				Sales				Marketing				Other				Total				Entering purchase orders		6108		$   92,210		$   15.10		133		$   2,008		845		$   12,757		5130		$   77,446

		Activity		%		Cost		%		Cost		%		Cost		%		Cost				Cost Drivers		Commissions		1		$   15,520		$   15,520		0		$   -		1		$   15,520		0		$   -

		Entering Purchase Orders						0.55		$   85,360						0.10		$   6,850		$   92,210		Number of orders- I.e. sales orders		Shipping Activities		6501		$   31,400		$   4.83		147		$   710		923		$   4,458		5431		$   26,232

		Commissions						0.10		$   15,520										$   15,520		Direct; only medium category		Invoicing		5603		$   13,700		$   2.45		112		$   274		754		$   1,844		4737		$   11,583

		Shipping Activities		0.65		$   21,125										0.15		$   10,275		$   31,400		Number of shipments		Cost to make sales calls		1		$   53,410		$   53,410		1		$   53,410		0		$   -		0		$   -

		Invoicing														0.20		$   13,700		$   13,700		Number of Invoices		Checking credit		134		$   6,850		$   51.12		1		$   51		11		$   562		122		$   6,237

		Cost to make sales calls						0.30		$   46,560						0.10		$   6,850		$   53,410		Direct; only large category		Samples, catolog info		810530		$   4,595		$   0.01		308762		$   1,750		183744		$   1,042		318024		$   1,803

		Checking credit														0.10		$   6,850		$   6,850		Percent Accounts >60 Days		Special handling charges		1		$   5,050		$   5,050		0		$   -		0.2		$   1,010		0.8		$   4,040

		Samples, Catolog Info.		0.05		$   1,625						0.10		$   2,970						$   4,595		Sales Dollars		Distribution management		810530		$   6,220		$   0.01		308762		$   2,369		183744		$   1,410		318024		$   2,441

		Special Handling Charges		0.05		$   1,625										0.05		$   3,425		$   5,050		Management Estimate--> 20% M, 80% S		Marketing, by Cust Type		810530		$   7,760		$   0.01		308762		$   2,956		183744		$   1,759		318024		$   3,045

		Distribution management		0.10		$   3,250						0.10		$   2,970						$   6,220		Sales Dollars		Advertising/Promotion		1		$   8,910		$   8,910		0		$   -		0.25		$   2,228		0.75		$   6,683

		Marketing, by Customer Type						0.05		$   7,760										$   7,760		Sales Dollars		Marketing		271700		$   23,150		$   0.09		99770		$   8,501		55118		$   4,696		116812		$   9,953

		Advertising/Promotion										0.30		$   8,910						$   8,910		Management Estimate--> 25% M, 75% S		Administrative Office Support		271700		$   13,700		$   0.05		99770		$   5,031		55118		$   2,779		116812		$   5,890

		Marketing		0.15		$   4,875						0.50		$   14,850		0.05		$   3,425		$   23,150		Number of units sold (less special)		Licenses, fees		1		$   3,425		$   3,425		0		$   -		1		$   3,425		0		$   -

		Administrative Office Support														0.20		$   13,700		$   13,700		Number of units sold (less special)		Budgeted S&A				$   285,900						$   77,060				$   53,490				$   155,350

		Licenses, fees														0.05		$   3,425		$   3,425		Direct; only medium category		Add: Adjustments for underallocated costs				$   (39,100)						$   (10,539)				$   (7,315)				$   (21,246)

		Total S&A		1.00		$   32,500		1.00		$   155,200		1.00		$   29,700		1.00		$   68,500		$   285,900				Actual S&A				$   325,000						$   87,599				$   60,805				$   176,596

																				1

		Activity		Cost Drivers

		Entering Purchase Orders		Number of orders- I.e. sales orders

		Commissions		Direct; only medium category

		Shipping Activities		Number of shipments

		Invoicing		Number of Invoices

		Cost to make sales calls		Direct; only large category

		Checking credit		Percent Accounts >60 Days

		Samples, Catolog Info.		Sales Dollars

		Special Handling Charges		Management Estimate--> 20% M, 80% S

		Distribution management		Sales Dollars

		Marketing, by Customer Type		Sales Dollars

		Advertising/Promotion		Management Estimate--> 25% M, 75% S

		Marketing		Number of units sold (less special)

		Administrative Office Support		Number of units sold (less special)

		Licenses, fees		Direct; only medium category



&L&"Arial,Italic"&9SMU-Management Accounting&R&"Arial,Italic"&9Case study on Blue Ridge Manufacturing

&L&"Arial,Italic"&9&D\File: &F\&A&R&"Arial,Italic"&9Completed By: Munirah Thalib & Ivy Chan

Kittychan:
Orders refer to Sales orders



mfg_cost

		Blue Ridge Manufacturing Cost

				Customers

				Unit Cost		Large				Mediun				Small

		Direct Materials				Units		Total Cost		Units		Total Cost		Units		Total Cost

		Regular		$   0.60		27,250		$   16,350.00		16,600		$   9,960.00		10,550		$   6,330.00

		Mid-Size		$   0.50		36,640		$   18,320.00		18,552		$   9,276.00		10,308		$   5,154.00

		Hand		$   0.39		35,880		$   13,993.20		19,966		$   7,786.74		95,954		$   37,422.06

		Special		$   0.67		480		$   321.60		3,426		$   2,295.42		594		$   397.98

		Total		$2.16				$48,984.80				$29,318.16				$49,304.04

				Unit Cost		Large				Mediun				Small

		Direct Labour				Units		Total Cost		Units		Total Cost		Units		Total Cost

		Regular		$   0.37		27,250		$   10,082.50		16,600		$   6,142.00		10,550		$   3,903.50

		Mid-Size		$   0.33		36,640		$   12,091.20		18,552		$   6,122.16		10,308		$   3,401.64

		Hand		$   0.31		35,880		$   11,122.80		19,966		$   6,189.46		95,954		$   29,745.74

		Special		$   0.48		480		$   230.40		3,426		$   1,644.48		594		$   285.12

		Total		$1.49				$33,526.90				$20,098.10				$37,336.00

				Unit Cost		Large				Mediun				Small

		Factory Overhead				Units		Total Cost		Units		Total Cost		Units		Total Cost

		Regular		$   0.22		27,250		$   5,995.00		16,600		$   3,652.00		10,550		$   2,321.00

		Mid-Size		$   0.20		36,640		$   7,328.00		18,552		$   3,710.40		10,308		$   2,061.60

		Hand		$   0.19		35,880		$   6,817.20		19,966		$   3,793.54		95,954		$   18,231.26

		Special		$   0.29		480		$   139.20		3,426		$   993.54		594		$   172.26

		Total		$0.90				$20,279.40				$12,149.48				$22,786.12

		Total Direct Manufacturing Cost						$102,791.10				$61,565.74				$109,426.16

				Unit Cost		Large				Mediun				Small

		Inking (Based on passes)				Units		Total Cost		Units		Total Cost		Units		Total Cost

		Direct Materials		$   0.0030		200,500		$   601.50		117,088		$   351.26		234,812		$   704.44

		Direct Labour		$   0.0045		200,500		$   902.25		117,088		$   526.90		234,812		$   1,056.65

		Factory Overhead		$   0.0742		200,500		$   14,877.10		117,088		$   8,687.93		234,812		$   17,423.05

		Total		$0.0817				$16,380.85				$9,566.09				$19,184.14

				Unit Cost		Large				Mediun				Small

		Dyeing				Units		Total Cost		Units		Total Cost		Units		Total Cost

		Cost		$   0.1100		20,536		$   2,258.96		9,935		$   1,092.85		12,328		$   1,356.08

		Total		$0.1100				$2,258.96				$1,092.85				$1,356.08

				Unit Cost		Large				Mediun				Small

		Embroidery				Units		Total Cost		Units		Total Cost		Units		Total Cost

		Direct Materials		$   0.0026		5,959		$   15.49		6,490		$   16.87		29,394		$   76.42

		Direct Labour		$   0.1750		5,959		$   1,042.83		6,490		$   1,135.75		29,394		$   5,143.95

		Factory Overhead		$   1.0994		5,959		$   6,551.32		6,490		$   7,135.11		29,394		$   32,315.76

		Total		$1.2770				$7,609.64				$8,287.73				$37,536.14

		Total Direct Customizing Cost						$26,249.45				$18,946.67				$58,076.36
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		Table 1

		BLUE RIDGE MANUFACTURING

		Product and Customer

		Size Statistics				Sales by Units by Customer Account Sizes

								Large		Medium		Small		Total

		Towel

		Regular						27,250		16,600		10,550		54,400

		Mid-size						36,640		18,552		10,308		65,500

		Hand						35,880		19,966		95,954		151,800

		Special						480		3,426		594		4,500

		Number of units sold						100,250		58,544		117,406		276,200

		Number of units embroidered						5,959		6,490		29,394		41,843

		Number of units Dyed						20,536		9,935		12,328		42,799

		Sales Volume						$308,762		$183,744		$318,024		$810,530

		Number of orders received						133		845		5,130		6,108

		Number of Shipments Made						147		923		5,431		6,501

		Number of Invoices Sent						112		754		4,737		5,603

		Account with Balance >60						1		11		122		134

		Table 2

		BLUE RIDGE MANUFACTURING

		Line 1 Direct Manufacturing Costs

						Quantity		Sales Price		Direct Materials		Direct Labour		Factory Overhead		Total				Contribution Margin		Total Profitability		Large		Medium		Small

		Towels		Regular		54,400		$3.60		$0.60		$0.37		$0.22		$1.19				$2.41		$131,104		$65,673		$40,006		$25,426

				Mid-size		65,500		3.20		0.50		0.33		0.20		1.03				2.17		$142,135		$79,509		$40,258		$22,368

				Hand		151,800		2.55		0.39		0.31		0.19		0.89				1.66		$251,988		$59,561		$33,144		$159,284

				Special		4,500		4.00		0.67		0.48		0.29		1.44				2.56		$11,520		$1,229		$8,771		$1,521

		Line 2 Direct Costs of Customizing

						Quantity		Sales Price		Direct Materials		Direct Labour		Factory Overhead		Total

		Inking (based on passes)				552,400		-		$0.0030		$0.0045		$0.0742		$0.0817

		Dyeing				42,798		$0.11		-		-		0.0000		$0.1100

		Embroidery				41,842		-		$0.0026		$0.1750		$1.0994		$1.2770

		Direct Labour Wage Rate: $9.00 (Including Fringes)

		Inkling requires one pass for each colour used, average 2 colours per towel

				Large		Medium		Small

		Direct Materials

		Regular		$16,350		$9,960		$6,330

		Mid-Size		$18,320		$9,276		$5,154

		Hand		$13,993		$7,787		$37,422

		Special		$322		$2,295		$398

		Total		$48,985		$29,318		$49,304

		Direct Labour

		Regular		$10,083		$6,142		$3,904

		Mid-Size		$12,091		$6,122		$3,402

		Hand		$11,123		$6,189		$29,746

		Special		$230		$1,644		$285

		Total		$33,527		$20,098		$37,336

		Factory Overhead

		Regular		$5,995		$3,652		$2,321

		Mid-Size		$7,328		$3,710		$2,062

		Hand		$6,817		$3,794		$18,231

		Special		$139		$994		$172

		Total		$20,279		$12,149		$22,786

		Inking (based on passes)

		Direct Materials		$602		$351		$704

		Direct Labour		$902		$527		$1,057

		Factory Overhead		$884		$963		$4,362

		Total		$2,388		$1,841		$6,123

		Dyeing

		Cost		$2,259		$1,093		$1,356

		Total		$2,259		$1,093		$1,356

		Embroidery

		Direct Materials		$15		$17		$76

		Direct Labour		$1,043		$1,136		$5,144

		Factory Overhead		$6,551		$7,135		$32,316

		Total		$7,610		$8,288		$37,536






