
BAYSHORE MANUFACTURING 
 
Comprehensive review. (J.Demski) Access to a computer is necessary. 
 

In November 20_1 the Bayshore Manufacturing Company in Singapore was in the process of preparing 
its budget for 20-2. As the first step, it prepared a pro forma income statement for 20-1 based on the first ten 
months’ operations and revised plans for the last two months. This income statement, in condensed form, was as 
follows: 
 
 Sales  $3,063,000 
 Materials $1,105,000 
 Direct labor      343,000 
 Factory overhead      858,000 
 Selling and administrative      459,000  2,765,000 
 Operating profit  $  298,000  
 
 These results were better than expected and operations were close to capacity, but Bayshore 
management was not convinced that demand would remain at present levels and hence had not planned any 
increase in plant capacity. Its equipment was specialized and made to its order; over a year lead time was 
necessary on all plant additions. 
 
 Bayshore produces three products; sales have been broken down by product, as follows: 
 
  100,000 of Product A @ $20.63 $2,063,000 
    40,000 of Product B @   10.00      400,000 
    20,000 of Product C @   30.00      600,000 
      Total Sales  $3,063,000 
 
 Management has ordered a profit analysis for each product and has available the following information: 
 
   A  B  C   
Material   $  6.00  $  4.00  $17.25 
Direct labor       2.33      1.00      3.50 
Factory overhead      5.83       2.50      8.75 
Selling and administrative      3.09      1.50    4.50 
Total costs   $17.25  $  9.00  $34.00 
Selling price     20.63    10.00    30.00 
Operating profit  $  3.38  $  1.00  $ (4.00) 
 
 Factory overhead has been applied on the basis of direct-labor cost at a rate of 250 percent; management 
feels that approximately a quarter of the overhead is variable and that it varies primarily with labor cost. Selling 
and administrative costs have been allocated on the basis of sales at the rate of 15 percent; approximately one-
half of these costs are variable, and they vary primarily with sales in dollars. 
 



 At the first step in the planning process, the sales department has been asked to make estimates of what 
it could sell; these estimates have been reviewed by the firms’ consulting economist and by top management. 
They are as follows: 
 
   A  130,000 units 
   B    50,000 units 
   C    50,000 units 
 
 Production of these quantities is impossible. Each product requires the use of machines in each of two 
departments; Department 1 has a practical capacity of 75,000 hours and Department 2, 60,000 hours. Assume 
that labor hours are equal to machine hours for each department.  The industrial engineering department has 
concluded that these capacities cannot be increased without the purchase of additional equipment. The 
production rates for the two departments are: 
 
   Product 
   A    B     C   
Department 1  2 per hour    4 per hour   4 per hour 
Department 2  3 per hour*   8 per hour         4/3 per hour      
 
*Thus, it takes .333 hours to process Product A in Department 2, not .33 or .3333. In this problem your answer 
is extremely sensitive to rounding, so for uniformity use .333. 
 
 These solutions to the limited-production problem have been rejected: (1) subcontracting the production 
out to other firms is considered to be unprofitable because of problems of maintaining quality, (2) operating a 
second shift is impossible because of shortage of labor, (3) operating overtime would create problems because a 
large number of employees are “moonlighting” and would therefore refuse to work more than the normal 40-
hour week. Price increases have also been rejected; although they would result in higher profits this year, the 
long run competitive position of the firm would be weakened, resulting in lower profits in the future. 
 
 The treasurer then suggested that Product C had been carried at a loss too long and that now was the 
time to eliminate it from the product line. If all facilities were used to produce A and B, profits would be 
increased. 
 
 The sales manager objected to this solution because of the need to carry a full line. In addition he 
maintained that there was a group of customers who had provided and would continue to provide a solid base 
for the firm’s activities and these customers’ needs must be met. He obtained a list of these customers and their 
estimated purchases (in units), which totaled as follows: 
 
     A  80,000 
     B  32,000 
     C  12,000 
 
It was impossible to verify these assertions, but they appeared reasonable and they served to narrow the bounds 
of the problem so that the president concurred. 
 



 The treasurer reluctantly acquiesced, but maintain that the remaining capacity should be used to produce 
A and B. Because A produced about 3.4 times as much profit as B, he suggested that the production of A(in 
excess of the 80,000 minimum set by the sales manager) be 3.4 times that of B (in excess of the 32,000 
minimum set by the sales manager). 
 
 The production manager made some quick calculations and said that this would result in budgeted 
production and sales of approximately 
 
     A 122,000 
     B   44,000 
     C     12,000 
 
 The treasurer then made a calculation of what profits would be as follows: 
 
  A 122,000 @ $   3.38  $412,360 
  B   44,000 @ $   1.00      44,000 
  C   12,000 @  ($4.00)    (48,000) 
  Operating Profit     $408,360  
 
As this would represent a substantial increase over the current year, there was a general feeling of self-
satisfaction. Before final approval was given, however, the president said he would like to have his new 
assistant check over the figures. Somewhat piqued, the treasurer agreed, and at that point the group adjourned. 
 
 The next day the above information was submitted to you as your first assignment on your new job as 
the president’s assistant. Prepare an analysis showing the president what he should do. 
 
 The Exhibit presents additional cost-related data that are available in the accounting records. 
 



EXHIBIT 
Accounting Information for the First Ten Months of 20-1.  
 
 
  Labor Cost        Overhead 
                Sales  Selling &  
Month  Dept. 1  Dept. 2  Total  Dept. 1  Dept.  2 Total  Revenue Admin Exp.  
 
1  14,000  14,600  28,600  31,512  34,638 66,150 275,000 39,900 
2  13,500  12,500  26,000  29,825  33,487 63,312 240,000 37,400 
3  12,200  11,800  24,000  29,450  33,133 62,583 230,000 36,950 
4  13,200  13,800  27,000  31,025  33,854 64,879 260,000 38,800 
5  13,800  13,200  27,000  31,437  34,381 65,818 270,000 39,700 
6  12,300  11,700  24,000  29,675  32,962 62,637 230,000 37,200 
7  11,500  11,500  23,000  29,325  32,321 61,646 220,000 36,200 
8  14,500  13,500  28,000  31,400  34,208 65,608 270,000 39,050 
9  12,000  13,000  25,000  30,950  33,591 64,541 255,000 38,750 
10  11,700  11,300  23,000  29,262  32,485 61,747 220,000 36,300 
Total     128,700     126,900  255,600     303,861  335,060  638,921       2,470,000         380,250 


