Managerial Accounting
SOMNATH DAS
ACE MOPED COMPANY

Ace moped company recently acquired the headlight division of Club auto parts.  The consolidated company has been operating as two separate divisions.  Ace makes two types of mopeds, Peddler and Rider.  Peddler is a "near bicycle" with a small motor and has a potentially unlimited market at a price of $220 per unit.  Rider is a more sophisticated moped recommended for night riding because of its specialized headlight system.  Ace purchases the headlight system from an outside supplier at $100 per unit.  The moped plant which produces both Peddler and Rider is currently operating at capacity.


Club Headlights manufactures two types of light systems for motor vehicles: standard and deluxe.  Due to a number of capacity constraints Club can employ only five workers assembling the lights, with a total labor capacity of 10,000 hours.  The data for the two divisions follow:


Ace
Peddler
Rider
Raw Materials
$97
$420 (includes light assembly)

Machine Hours
1
4

Labor
5 hrs @ $10
20 hrs @ $10

Variable Overhead
$2 per DLH
$2 per DLH

Fixed Overhead
$3 per DLH
$3 per DLH

Market Price
$220
$1,000

Club Headlights
Standard
Deluxe
Raw Materials
$5
$40

Direct Labor
1 hr @ $10
2 hrs @ $10

Variable Overhead
$5 per DLH
$5 per DLH

Fixed Overhead
$1 per DLH
$1 per DLH

Market Price
$25
$100


The standard has a potentially unlimited market but the deluxe is sold only to Heart Motor Company which purchases 2500 units per year.  A bright new engineer at Ace has figured out how to modify the deluxe headlight so that it can be used on Rider instead of the system they are currently purchasing.  The modifications will involve leasing a new machine at $10,000 a year plus extra materials charges at Club Headlight of $10 per deluxe unit.  Although sales to Heart Motor Company would not be affected, the manager at Club is reluctant to produce the modified units, while the manager at Ace is very much in favor.

Required:

1. Ace sells 1,000 Riders annually. From the view of the consolidated company, should they continue to buy the headlight system outside?

2. The marketing department estimates that if the price on Riders is lowered to $990 sales will increase to 1120 units.  Should the company lower the price?  

3. How should they obtain the headlight system (make or buy) under this alternative pricing strategy?

