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Gomtek Auto Performance Parts Ltd. is an importer of after-market auto parts, located in Toronto.  Since its inception in 2001, the company has developed a reputation for sourcing rare performance parts (mainly exhaust systems) for luxury vehicles.  

The CFO of the company has engaged your services to understand the cost to serve its four largest customers.  Its first customer, Hillson Auto, is a large chain of retail-based auto parts stores that uses Gomtek to supply its own private-label brand.  The second customer is Mauro’s Automotive, an automotive repair shop that specialises in luxury Japanese vehicles.  The third customer is Hambley Auto Parts, which specialises in luxury German vehicles.  Finally, Drossel Automotive is a high-end retailer of auto parts that services automotive enthusiasts.

Gomtek’s Controller has developed the following information:


[image: image1.emf]Activity Cost Driver Cost Frequency

Order Processing Sales orders 473,546 $  524          

Delivery - regular Regular delivery 89,960 $    211          

Delivery - rushed Rushed delivery 37,590 $    35            

Returns processing Returns 43,537 $    36            

Returns Shipping * Shipments 85,622 $    45            

Item Hillson Mauro's Hambley Drossel

# of orders 124                   119           234           47        

Regular deliveries 44                     55             95             17        

Rush deliveries 14                     4               10             7          

# of returns 16                     7               7               6          

# of return shipments 30                     4               7               4          

Avg selling price per unit 1,800 $             2,250 $      2,370 $      2,165 $ 

Average cost per unit 1,456 $             1,238 $      1,064 $      871 $    

# of units sold 3,872                454           561           487       

# of units returned 310                   13             21             6          


* Refers to shipping charges incurred when shipping product back to suppliers.

The CFO is concerned about who is the most profitable to service, as there have been considerable pressures to hit higher profits.  He has engaged your service to assist with this initiative.

Required
Use activity-based costing to prepare income statements for each individual customer.  Hints: calculate your cost per driver then use all information in the case to prepare the income statements.
©D.Cianflone 2009

� This is a fictive company and scenario written to illustrate a point.
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REVISED GOMTEK

		Activity		Cost Driver		Cost		Frequency		Cost per driver																		Activity		Cost Driver		Cost		Frequency

		Order Processing		Sales orders		$   473,546		524		$   903.71																		Order Processing		Sales orders		$   473,546		524

		Delivery - regular		Regular delivery		$   89,960		211		$   426.35																		Delivery - regular		Regular delivery		$   89,960		211

		Delivery - rushed		Rushed delivery		$   37,590		35		$   1,074.00																		Delivery - rushed		Rushed delivery		$   37,590		35

		Returns processing		Returns		$   43,537		36		$   1,209.36																		Returns processing		Returns		$   43,537		36

		Returns Shipping *		Shipments		$   85,622		45		$   1,902.71																		Returns Shipping *		Shipments		$   85,622		45

		Item		Hillson		Mauro's		Hambley		Drossel				Hillson		Mauro's		Hambley		Drossel								Item		Hillson		Mauro's		Hambley		Drossel

		# of orders		124		119		234		47				23.7%		22.7%		44.7%		9.0%		100.0%						# of orders		124		119		234		47

		Regular deliveries		44		55		95		17				20.9%		26.1%		45.0%		8.1%		100.0%						Regular deliveries		44		55		95		17

		Rush deliveries		14		4		10		7				40.0%		11.4%		28.6%		20.0%		100.0%						Rush deliveries		14		4		10		7

		# of returns		16		7		7		6				44.4%		19.4%		19.4%		16.7%		100.0%						# of returns		16		7		7		6

		# of return shipments		30		4		7		4				66.7%		8.9%		15.6%		8.9%		100.0%						# of return shipments		30		4		7		4

		Avg selling price per unit		$   1,800		$   2,250		$   2,370		$   2,165																		Avg selling price per unit		$   1,800		$   2,250		$   2,370		$   2,165

		Average cost per unit		$   1,456		$   1,238		$   1,064		$   871																		Average cost per unit		$   1,456		$   1,238		$   1,064		$   871

		# of units sold		3,872		454		561		487				72.1%		8.4%		10.4%		9.1%								# of units sold		3,872		454		561		487

		# of units returned		310		13		21		6				88.6%		3.7%		6.0%		1.7%								# of units returned		310		13		21		6

		Orders per delivery		2.14		2.02		2.23		1.96

		# of returns per order		0.13		0.06		0.03		0.13

		Units per delivery		66.76		7.69		5.34		20.29

		Units returned per RMA		19.38		1.86		3.00		1.00

		Revenue		$   6,969,600		$   1,021,500		$   1,329,570		$   1,054,355		$   10,375,025

		Less:  Returns		-   451,360		-   16,094		-   22,344		-   5,226		-$   495,024

		Net Revenue		$   6,518,240		$   1,005,406		$   1,307,226		$   1,049,129		$   9,880,001

		Less:  COGS		5,637,632		562,052		596,904		424,177		$   7,220,765

		Gross Margin $		$   880,608		$   443,354		$   710,322		$   624,952		$   2,659,236

		Gross Margin %		13.5%		44.1%		54.3%		59.6%		26.9%

		Less:  Customer-Level Expenses

		Order Processing		112,061		107,542		211,469		42,475		$   473,546

		Regular Deliveries		18,759		23,449		40,503		7,248		89,960

		Rush Deliveries		15,036		4,296		10,740		7,518		37,590

		Returns Processing		19,350		8,466		8,466		7,256		43,537

		Returns Shipping (back to supplier)		57,081		7,611		13,319		7,611		85,622

		Total Customer-Level Expenses		222,287		151,364		284,497		72,108		730,255

		Operating Income $		$   658,321		$   291,990		$   425,825		$   552,844		$   1,928,981

		Operating Income %		10.1%		29.0%		32.6%		52.7%		19.5%
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MGT323 test question

						Rev				Rev				Rev

		Revenue		2008		% of total		2007		% of total		2006		% of total		% 08/07		%07/06

		Trann Ltd.		16,940,162		34.26%		14,779,147		33.45%		13,329,428		31.66%		14.6%		10.9%

		Cariaso Enterprises		11,008,777		22.27%		10,372,451		23.47%		10,843,994		25.76%		6.1%		-4.3%

		Budesa Inc.		9,146,826		18.50%		7,958,163		18.01%		7,148,347		16.98%		14.9%		11.3%

		Geuder Incorporated		6,842,549		13.84%		5,293,564		11.98%		5,662,711		13.45%		29.3%		-6.5%

		Haen Ltd.		5,500,933		11.13%		5,784,650		13.09%		5,118,809		12.16%		-4.9%		13.0%

				49,439,247		100.00%		44,187,975		100.00%		42,103,289		100.00%		11.9%		5.0%

														GM

		Gross Margin $		2008		% of total		2007		% of total		2006		% of total		% 08/07		%07/06

		Trann Ltd.		5,082,049		31.88%		4,729,327		32.50%		4,665,300		31.43%		7.5%		1.4%

		Cariaso Enterprises		3,522,809		22.10%		3,319,184		22.81%		3,795,398		25.57%		6.1%		-12.5%

		Budesa Inc.		3,018,453		18.93%		2,626,194		18.05%		2,501,921		16.85%		14.9%		5.0%

		Geuder Incorporated		2,394,892		15.02%		1,852,747		12.73%		2,038,576		13.73%		29.3%		-9.1%

		Haen Ltd.		1,925,327		12.08%		2,024,628		13.91%		1,842,771		12.41%		-4.9%		9.9%

				15,943,529		100.00%		14,552,080		100.00%		14,843,966		100.00%		9.6%		-2.0%

														Orders

		Orders		2008		% of total		2007		% of total		2006		% of total		% 08/07		%07/06

		Trann Ltd.		5,874		41.49%		4,874		36.79%		4,487		35.97%		20.5%		8.6%

		Cariaso Enterprises		1,430		10.10%		1,387		10.47%		1,332		10.68%		3.1%		4.1%

		Budesa Inc.		1,838		12.98%		1,797		13.57%		1,700		13.63%		2.3%		5.7%

		Geuder Incorporated		2,577		18.20%		2,501		18.88%		2,469		19.79%		3.0%		1.3%

		Haen Ltd.		2,439		17.23%		2,688		20.29%		2,487		19.94%		-9.3%		8.1%

				14,158		100.00%		13,247		100.00%		12,475		100.00%		6.9%		6.2%

														Shipments

		Shipments		2008		% of total		2007		% of total		2006		% of total		% 08/07		%07/06

		Trann Ltd.		2,323		17.54%		1,863		14.61%		1,639		13.52%		24.7%		13.7%

		Cariaso Enterprises		2,704		20.42%		2,625		20.59%		2,468		20.36%		3.0%		6.4%

		Budesa Inc.		2,302		17.38%		2,290		17.96%		2,240		18.48%		0.5%		2.2%

		Geuder Incorporated		3,007		22.70%		2,932		22.99%		2,914		24.04%		2.6%		0.6%

		Haen Ltd.		2,909		21.96%		3,041		23.85%		2,859		23.59%		-4.3%		6.4%

				13,245		100.00%		12,751		100.00%		12,120		100.00%		3.9%		5.2%

		GM %

		Trann Ltd.		30.00%				32.00%				35.00%

		Cariaso Enterprises		32.00%				32.00%				35.00%

		Budesa Inc.		33.00%				33.00%				35.00%

		Geuder Incorporated		35.00%				35.00%				36.00%

		Haen Ltd.		35.00%				35.00%				36.00%

		Rev per order

		Trann Ltd.		$   2,883.92				$   3,032.24				$   2,970.68				-4.9%		2.1%

		Cariaso Enterprises		$   7,698.45				$   7,478.34				$   8,141.14				2.9%		-8.1%

		Budesa Inc.		$   4,976.51				$   4,428.58				$   4,204.91				12.4%		5.3%

		Geuder Incorporated		$   2,655.24				$   2,116.58				$   2,293.52				25.4%		-7.7%

		Haen Ltd.		$   2,255.41				$   2,152.03				$   2,058.23				4.8%		4.6%

				$   3,491.97				$   3,335.70				$   3,375.01				4.7%		-1.2%

		Orders/shipment

		Trann Ltd.		2.53				2.62				2.74				-3.3%		-4.4%

		Cariaso Enterprises		0.53				0.53				0.54				0.1%		-2.1%

		Budesa Inc.		0.80				0.78				0.76				1.7%		3.4%

		Geuder Incorporated		0.86				0.85				0.85				0.5%		0.7%

		Haen Ltd.		0.84				0.88				0.87				-5.1%		1.6%

				1.07				1.04				1.03				2.9%		0.9%






