
Jeemp Farms Analysis

Our team has taken the data provided by Mr. Beridon to perform a side by side analysis using both traditional and activity-based costing. The data showed that there are discrepancies between the two costing methods for manufacturing overhead and product margins. The manufacturing overhead is higher for the trees when using traditional costing.  $78,309.46 of manufacturing overhead that was originally allocated to sod is actually assigned to the trees under activity-based costing.  This affected the product margin of the two products under activity-based costing. 

When using the traditional costing method, it appears pecan trees are significantly more valuable to Jeemp Farms than sod.  However, the traditional costing method skews the results by using a predetermined overhead rate to calculate the manufacturing overhead for both products.  The predetermined overhead rate is calculated by taking the total overhead cost for both trees and sod and dividing it by the total estimated direct labor hours for both products.  Because of the high number of units of sod produced, sod requires more labor hours than trees, so it appears that sod costs more to produce even though the direct labor rate per unit is lower for sod.  However, when using the activity-based costing system, the manufacturing overhead for sod is more accurately calculated, because the actual cost per labor hour for sod is used.  This gives a more accurate product margin calculation, because the overhead rate for sod is not comingled with costs for trees.

	Traditional Costing:
	Trees
	Sod
	
	ABC Costing: 
	Trees
	Sod

	Sales
	 $  115,714.92 
	 $  591,603.38 
	
	Sales
	 $  115,714.92 
	 $  591,603.38 

	Direct Materials
	 $      8,818.92 
	 $    15,568.51 
	
	Direct Materials
	 $      8,818.92 
	 $    15,568.51 

	Direct Labor
	 $      3,563.20 
	 $      1,261.05 
	
	Direct Labor
	 $      3,563.20 
	 $      1,261.05 

	Manufacturing Overhead
	 $    13,303.52 
	 $  104,627.48 
	
	Manufacturing Overhead
	 $    91,612.98 
	 $    26,318.02 

	Product Margin
	 $    90,029.28 
	 $  470,146.34 
	
	Product Margin
	 $    11,719.82 
	 $  548,455.80 

	
	
	
	
	
	
	

	per unit
	 $            10.11 
	 $               0.30 
	
	per unit
	 $               1.32 
	 $               0.35 



Jeemp Farms should not cut the sod portion of their business in favor of pecan trees.  Pecan trees take longer to grow and take up more space than sod.  The maximum number of pecan trees that can be planted per acre is 35 (Monte Nesbitt, 2014).  One acre of sod could support 43,560 square foot units (Hazell, 2019).  Currently we estimated that Jeemp Farms has about 255 acres of pecan trees planted compared to about 36 acres of sod.  The product margin per acre for each product is below:









	 
	Pecan Trees
	Sod

	Maximum Units/Acre
	                      35 
	                 43,560 

	Units Produced
	                8,908 
	           1,556,851 

	Acres per product
	                   255 
	                          36 

	Product Margin
	 $    11,719.82 
	 $      548,455.80 

	
	
	

	Product Margin/Acre
	 $            46.05 
	 $        15,345.55 




This shows that an acre of sod is much more valuable to Jeemp Farms than an acre of pecan trees.  In fact, to maximize profitability, this data suggests that Jeemp Farms stop producing trees altogether and focus solely on sod since the product margin per acre of sod is $15,345.55 as opposed to $46.05 for pecan trees.  With Jeemp Farms’ product mix last year, revenue was $707,318.30.  If Jeemp Farms only produced sod on it’s approximately 290 acres, we estimated their revenue would be $4,800,312.00 at a per unit price of $0.38 for sod.  The opportunity cost for producing 255 acres of pecan trees instead of sod is significant at $4.1 million.  In contrast, if Jeemp Farms produced only pecan trees on their 290 acres, their revenues would be $131,848.50.

	 
	Pecan Trees
	Sod

	Approximate Total Acres 
	                   290 
	                       290 

	Maximum Units/Acre
	                      35 
	                 43,560 

	Maximum Units Produced
	             10,150 
	         12,632,400 

	
	
	

	Price Per Product
	 $            12.99 
	 $                   0.38 

	
	
	

	Total Revenue
	 $  131,848.50 
	 $  4,800,312.00 



This activity-based costing analysis is clear, but other methods of analysis could be considered.  An additional method of analysis that could be used is Limitation of Absorption Costing. Under this approach the value is used to decide the complete cost. This technique ignores the sales extent & profitability factor. Therefore, if this costing methodology is adopted and if the sales extent is dropped then the fee will be a great deal higher and it will not be feasible to sell the products at profit. Another method could be the marginal costing approach which will furnish the management a better notion about the exchange in price for each change in production volume. This will help the administration to price the products suitably. Since this manner does not consider all costs, the costing will be favorable below this price method. However, the net income will remain the same.

For activity based costing, additional information needed will include information relating to the costs of resources that have been consumed over a given period.  This is to be able to assign costs to each activity and to determine essential and nonessential activities. This information will be important when analyzing whether an activity-based costing system would be beneficial to Mr. Beridon, because it will be used to determine which activities or costs can be reduced.  Traditional costing is more simplistic and less accurate and assigns overhead costs to products based on an arbitrary average rate. Traditional costing is optimal when indirect costs are low compared to direct costs.  Activity-based costing is more complex and more accurate than traditional costing. This is because it provides a more precise breakdown of indirect costs. 

[bookmark: _Hlk21944679]Irregardless of which costing method is used, there are qualitative factors that need to be considered in the process of making a decision about the future product mix of Jeemp Farms.  Qualitative analysis is a subjective analysis and focuses more on the lesser impact as compared to the quantitative analysis that dwells more on the actual numbers (Huarng, Rey-Martí & Miquel-Romero, 2018). In terms of the qualitative factors, Mr. Beridon needs to consider the strength of his brand. This is important as he has managed to build a brand in the selling of both sod and trees, and he should analyze the impact that will be felt on his brand by the cutting of either of those sectors. He had already created a brand of being a one stop shop and cutting down one sector may lead to a decline of the remaining sector.

[bookmark: _GoBack]In conclusion, the results have offered Jeemp Farms a better look at their costs for each product.  The results indicate that increasing the sod business can be a very positive move for Jeemp Farms.  Also, after analyzing the differences between the two costing methods, it would be beneficial for Mr. Beridon to choose the activity-based costing method over the traditional costing method.  
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Please see “Jeemp Farms.xlsx” (embedded below) for calculations referenced in this paper.
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Jeemp Farms.xlsx
Quantity Sold

		# produced and sold of each product		January		February		March		April 		May		June		July		August		September		October		November		December		TOTAL

		St. Augustine Sod in sq feet		140,763		178,256		85,948		177,005		145,800		159,626		116,407		130,832		62,790		132,715		62,081		164,628		1,556,851

		Texas Pecan Trees 		789		987		456		456		867		680		457		667		907		789		956		897		8,908





Traditional Costing

		Basic Information



				Trees		Sod

		Selling Price Per Unit		$   12.99		$   0.38

		Direct Materials Per Unit		$   0.99		$   0.01

		Direct Labor Per Unit		$   2.00		$   0.09

		Direct Labor Hours Per Unit		0.2		0.009

		Estimated Annual Production and Sales		8,908		1,556,851		units

		Estimated Overhead (last year's numbers)				1781.6		14011.659

		Planting		47,000

		Irrigation		19,000

		Product Support		19,046

		Harvesting		21,567

		Inspections		4,564

		Property Taxes		6,754

		TOTAL		117,931





		Estimated Total Direct Labor Hours		15,793.259		DO NOT ROUND

		Predetermined Overhead Rate		7.467		DO NOT ROUND



		Traditional Costing

		Sales		$   115,714.92		$   591,603.38

		Direct Materials		$   8,818.92		$   15,568.51

		Direct Labor		$   3,563.20		$   1,261.05

		Manufacturing Overhead		$   13,303.52		$   104,627.48

		Product Margin		$   90,029.28		$   470,146.34



		per unit		$   10.11		$   0.30





ABC Costing

		% of overhead costs by product		Planting		Irrigating		Product Support		Harvesting		Property Taxes		Inspections

		St. Augustine Sod in sq feet		20%		20%		7%		40%		40%		10%

		Texas Pecan Trees year old trees		80%		80%		93%		60%		60%		90%



		Overhead costs by product		Planting		Irrigating		Product Support		Harvesting		Property Taxes		Inspections		TOTALS

		St. Augustine Sod in sq feet		$   9,400.00		$   3,800.00		$   1,333.22		$   8,626.80		$   2,701.60		$   456.40		$   26,318.02

		Texas Pecan Trees year old trees		$   37,600.00		$   15,200.00		$   17,712.78		$   12,940.20		$   4,052.40		$   4,107.60		$   91,612.98



																$   117,931.00





		Overhead 

		Planting		47,000

		Irrigation		19,000

		Product Support		19,046

		Harvesting		21,567

		Inspections		4,564

		Property Taxes		6,754

		TOTAL		117,931

		ABC Costing: 		Trees		Sod

		Sales		$   115,714.92		$   591,603.38

		Direct Materials		$   8,818.92		$   15,568.51

		Direct Labor		$   3,563.20		$   1,261.05

		Manufacturing Overhead		$   91,612.98		$   26,318.02

		Product Margin		$   11,719.82		$   548,455.80



		per unit		$   1.32		$   0.35





Overhead

		Estimated Overhead (last year's numbers)

		Planting		47,000

		Irrigation		19,000

		Product Support		19,046

		Harvesting		21,567

		Inspections		4,564

		Property Taxes		6,754

		TOTAL		117,931

				 





Traditional vs ABC

		Traditional Costing								ABC Costing: 		Trees		Sod

		Sales		$   115,714.92		$   591,603.38				Sales		$   115,714.92		$   591,603.38

		Direct Materials		$   8,818.92		$   15,568.51				Direct Materials		$   8,818.92		$   15,568.51

		Direct Labor		$   3,563.20		$   1,261.05				Direct Labor		$   3,563.20		$   1,261.05

		Manufacturing Overhead		$   13,303.52		$   104,627.48				Manufacturing Overhead		$   91,612.98		$   26,318.02

		Product Margin		$   90,029.28		$   470,146.34				Product Margin		$   11,719.82		$   548,455.80



		per unit		$   10.11		$   0.30				per unit		$   1.32		$   0.35







Acres

				Pecan Trees		Sod

		Maximum Units/Acre		35		43,560

		Units Produced		8,908		1,556,851

		Acres per product		255		36

		Product Margin		$   11,719.82		$   548,455.80



		Product Margin/Acre		$   46.05		$   15,345.55



				Pecan Trees		Sod

		Approximate Total Acres 		290		290

		Maximum Units/Acre		35		43,560

		Maximum Units Produced		10,150		12,632,400

		Price Per Product		$   12.99		$   0.38

		Total Revenue		$   131,848.50		$   4,800,312.00








