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1.
Plantwide rate = ($1,200,000 + $1,800,000 + $600,000)/60,000 





= $60 per machine hour


Unit overhead cost = ($60 ( 50,000)/100,000 = $30


Activity rates:




Machine rate = $1,800,000/60,000 = $30 per machine hour




Testing rate = $1,200,000/40,000 = $30 per testing hour




Rework rate = $600,000/20,000 = $30 per rework hour


Total overhead cost = ($30 ( 50,000) + ($30 ( 20,000) + ($30 ( 5,000) 






= $2,250,000


Unit overhead cost = $2,250,000/100,000 = $22.50


Improving the accuracy reduced the cost by $7.50, which is still less than the $10 reduction needed. What this means is that although accuracy has a positive effect on the price, it is not the only problem. It appears that competitors may be more efficient than Timesaver. This outcome then signals the need to reduce costs.

2.
Since testing and rework costs and testing and rework time are both reduced by 50%, the activity rates remain the same, although the amount of cost assigned to the regular microwave will change:

       Total overhead cost = ($30 ( 50,000) + ($30 ( 10,000) + ($30 ( 2,500) 
 
= $1,875,000 


Unit cost  = $1,875,000/100,000 = $18.75


The cost now is $11.25 less than the original, which allows management to reduce the price by $10, increasing the competitive position of the regular model. ABC is concerned with how costs are assigned, whereas ABM is not only concerned with how they are assigned but also with how costs can be reduced. Cost accuracy and cost reduction are the dual themes of ABM. 
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1.


Zurcher Company




Value- and Non-Value-Added Cost Report


For the Year Ended December 31, 2007


Value-Added
Non-Value-Added

Actual

Purchasing parts

$
150,000
$
60,000
$210,000

Receiving parts

200,000
100,000
300,000

Moving parts

0
200,000
200,000

Setting up equipment


0

240,000

240,000


Total

$
350,000
$
600,000
$
950,000
2.
Moving parts is non-value-added (SQ = 0 is a necessary condition for a non-value-added activity). Moving parts does produce a change in state (changing location is a state change as parts must be located where they are needed). Yet, by proper design of the plant layout and by installing the right inventory management procedures, it is possible to make material movement virtually insignificant. In other words, a change in state is made unnecessary. Setting up equipment seems necessary and therefore value-added. Yet, if the time is reduced to zero, setup costs are reduced to zero; thus, the activity behaves as if it were non-value-added. It seems logical that if the non-value-added cost component is 100% of the activity cost, then it should be a non-value-added activity. Value-added activities can engender non-value-added costs if they are not performed efficiently (but there should be a value-added cost component in the efficient state).
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1.
Current cost per unit = $14,400,000/20,000 = $720


Current profit per unit
= $810 – $720




= $90


Target cost (C) to maintain current profit and expand market share:




$702 – C = $90





C = $612

2.
Non-value-added costs:


Materials: (450,000 – 427,500)$21

$
472,500


Labor: (108,000 – 102,600)$12.50

67,500


Setups: (7,200 – 0)$75

540,000


Materials handling: (18,000 – 0)$70

1,260,000


Warranties: (18,000 – 0)$100


1,800,000



Total

$
4,140,000


Units produced and sold

÷
20,000


Unit non-value-added cost

$
207

Current cost less non-value-added cost:




$720 – $207 = $513


This is much less than the target cost of $612 or the St. Louis plant’s cost of $630. Thus, matching the St. Louis cost is possible and so is the target cost for expanding market share. How quickly the cost reductions can be achieved is another matter. Since the St. Louis plant has experience in achieving reductions, it may be possible to achieve at least a cost of $630 within a reasonably short time. As plant manager, I would borrow heavily from the St. Louis plant experience and attempt to reduce the non-value-added costs quickly. I would also lower the price to $702 and seek to take advantage of the increased market share—even if it meant a short-term reduction in profits.

3.
Benchmarking played a major role. The St. Louis plant set the standard and offered to share information on how it achieved the cost reductions that enabled it to lower its selling price. The Oklahoma City plant responded by accepting the offer of help and taking actions to achieve the same or greater cost reductions.

