Assignment Material 529

Discuss the following: Required

1. Are these budget standards challenging for the department that produces product Z?
2. Why do you suppose Kurt picked these particular standards?

3. What steps can Jayzee Company’s top management take to make sure Kurt's standards really meet the
goals of the firm?

12-35 Human aspects of budgeting in a service firm. Vidal Sanson owns three
upscale hair salons: Bristles I, Il, and Ill. Each of the salons has a manager and 10 stylists who rent space in the
salons as independent contractors and who pay a fee of 10% of each week’s revenue to the salon as rent. In
exchange they get to use the facility and utilities, but must bring their own equipment.

The manager of each salon schedules each customer appointment to last an hour, and then allows the stylist
10 minutes between appointments to clean up, rest, and prepare for the next appointment. The salons are open
from 10:00 a.m. to 6:00 p.m., So each stylist can serve seven customers per day. Stylists each work 5 days a week
on a staggered schedule, so the salon is open 7 days a week. Everyone works on Saturdays, but some stylists
have Sunday and Monday off, some have Tuesday and Wednesday off, and some have Thursday and Friday off.

Vidal Sanson knows that utility costs are rising. Vidal wants to increase revenues to cover at least some part of
rising utility costs, so Vidal tells each of the managers to find a way to increase productivity in the salons so that the
stylists will pay more to the salons. Vidal does not want to increase the rental fee above 10% of revenue for fear the styl-
ists will leave. And each salon has only 10 stations, so Vidal feels each salon cannot hire more than 10 full-time stylists.

The manager of Bristles | attacks the problem by simply telling the stylists that, from now on, customers
will be scheduled for 40-minute appointments and breaks will be 5 minutes. This will allow each stylist to add
one more customer per day.

The manager of Bristles Il asks the stylists on a voluntary basis to work one extra hour per day, from 10:00
a.m. to 7:00 p.m., to add an additional customer per stylist per day.

The manager of Bristles Il sits down with the stylists and discusses the issue. After considering shortening
the appointment and break times, or lengthening the hours of operation, one of the stylists says, ‘| know we rent
stations in your store, but | am willing to share my station. You could hire an 11th stylist, who will simply work
at whatever station is vacant during our days off. Since we use our own equipment, this will not be a problem
for me as long as there is a secure place | can leave my equipment on my days off.” Most of the other stylists
agree that this is a good solution.

1. Which manager’s style do you think is most effective? Why? Required

2. How do you think the stylists will react to the managers of salons | and II? If the stylists are displeased, how
can they indicate their displeasure?

3. In Bristles lll, if the stylists did not want to share their stations with another party, how else could they find
a way to increase revenues?

4, Refer again to the action that the manager of Bristles | has chosen. How does this action relate to the
concept of stretch targets?

12-36 Comprehensive budgeting problem; activity-based costing,

operating and financial budgets. Tyva makes a very popular undyed cloth sandal in one

style, but in Regular and Deluxe. The Regular sandals have cloth soles and the Deluxe sandals have cloth-covered

wooden soles. Tyva is preparing its budget for June 2013 and has estimated sales based on past experience.
Other information for the month of June follows:

Input Prices

Direct materials
Cloth $5.25 per yard
Wood $7.50 per board foot

Direct manufacturing labor $15 per direct manufacturing labor-hour

Input Quantities per Unit of Output (per pair of sandals)

Regular Deluxe

Direct materials

Cloth 1.3 yards 1.5 yards
Wood 0 2Dbf.
Direct manufacturing labor-hours (DMLH) 5 hours 7 hours
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