Cases

Bo Vonderweidt, the produchion manager for Sportway Corporation, had requested to have lunch wath
the company president. Vonderweidt wanfed to put forward his suggestion to add a new product hne. As
they fimshed hunch, Meg Themas, the company president, sad, “T'll give your proposal some senous
thought, Bo. I think vou're nght about the increasing demand for skateboards. What I'm not sure about
15 whether the skateboard line will be better for us than our tackle boxes. Those have been our bread and
butter the past few years.”

Vonderwerdt responded wnth, “Let me get together with one of the controller’s people. We'llnm a
few mmmbers on this skateboard 1dea that I think wall demonstrate the line’s potential ™

Sportway 15 a wholesale distnbutor supphang a wide range of moderately priced sports equipneent
to large chain stores. About 60 percent of Sportway’s products are purchased from other compames
while the remainder of the products are manufactured by Sportway. The company has a Plasties Depart-
ment that 15 curenthy mamifactunng molded fishing tackle boxes. Sportway 15 able fo mamifscture and
sell 8,000 tackle boxes anmally, making full use of ifs direct-labor capacity at avalable work stations.
The selling price and costs asseciated wath Sporteray’s tackle boxes are as follows:
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Becamze Sportway’s sales manaper believes the firm could sell 12,000 tackle boxes 1f 1t had suff-
clent mamrufacturing capacity, the company has looked into the possibility of purchasng the tackle boxes
for distnbution. Maple Products, a steady suppher of quality products, would be able to provide up to
2,000 tackle boxes per vear at a price of $68.00 per box delivered to Sportway’s facility.

Bo Vonderweadt, Sportway’'s production manager, has come to the conclusion that the company
could make better use of its Plasties Department by mamufactuning skateboards. Vonderweidt has a
market study that indicates an expandmg market for skateboards and a need for addibional supplhers.
Vondersreadt believes that Sportway could expect fo sell 17,500 skateboards anmually at a pnee of
£45.00 per skateboard

After iz lunch with the company president, Vonderwerdt worked out the following estimates with
the assistant controller.
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In the Plastics Department, Sportway uses direct-labor hours as the appheation base for manufac-
turing overhead Included in the mamifachmng overbead for the cwrent vear 15 $30,000 of factoryaade,
fixed mamufactuning overhead that has been allocated to the Plashes Department. For each umt of prod-
uct that Sportway sells, regardless of whether the product has been purchased or 15 manufactured by
Sportway, there is an allocated $6.00 fixed overbead cost per umit for distribation that is included m the
selling and adommstrative cost for all products. Total selling and admamstrative costs for the purchaszed
tackle boxes would be $10.00 per undt |

Raquired: In order to maxmze the company’s profitabibity, prepare an analy=is that will show winch
product or products Sportway Corporation should manufacture or purchase.

1. Fuost determune which of Sportway’s ophions makes the best use of its scarce resources. How
many skateboards and tackle boxes should be manufactured? How many tackle boxes should be
purchased?

Caleulate the moprovement m Sporteray s total contnbuhon margm 1f 1t adopts the optimal shategy
rather than confinumg with the status quo.
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