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Finance 1 

Operating Decision Exercise 
[Operating Decision Directions.pdf] 

 

In the Finance 1 Workbook.xlsx, go to the worksheet tab “OperatingDec”, at the bottom of the 
Spreadsheet.  

Background 

Conclackinflacker Meds, Inc. (CMI) develops, manufactures, and markets various 
pharmaceutical products.  It has various manufacturing facilities, largely in the USA’s mid-
western states.   At its largest pill making plant, near the town of Rolfson, Ohio, there are two 
large departments that work together. The Rolfson plant manager, Miguel Montero, is over 
both large department (and all others).  

Production The first large department is production. The Production Manager, Fred Furst, is 
responsible for getting products made and shipped for CMI's own proprietary products and also 
for a variety of smaller firms who contract with this plant to produce non-competing medicines 
under a variety of labels. The Production Manager is responsible for the labor in the 
manufacturing process, the operation of the various machines, and the many processes to 
make the products. He is heavily incented to keep the production costs as low as possible. At 
any point, at least one process is running throughout the night. The plant therefore is open “24-
7-365”, except for Christmas, New Years, Day and the 4th of July. Mr. Montero enjoys his sleep 
and expects Mr. Furst to make late night operating decisions, unless it is above Mr. Furst’s 
responsibilities.  

Supply Chain The second large department is supply chain who has a dotted line to the 
corporate supply chain function at headquarters, some 350 miles away.  Supply chain is 
responsible for acquiring raw materials and other feed-stock chemicals and commodities that 
go into the manufacturing process. Some of these pharmaceutical materials, particularly the 
bulk powder of medicines, are very expensive. The supply-chain manager, Ronda Loosiere, is 
responsible for the overall cost of these input materials.  She is heavily incented to keep these 
costs as low as possible.  

The Decision 

At 1am on a Saturday morning, a combination filing and capping machine for capsules breaks 
down. This machine is an integral component of a high-end, capsule-making process. The 
machine can operate but with a reduced quality. The rejection rate of the filled capsules will be 
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several times higher than normal.  It will take about 50% more input material to make the 
required pills. The raw powder to make the rejected pills is contaminated and can’t be re-used.  

Fred Furst’s “crack” maintenance crew only works Monday through Friday on day shift. The 
skeleton crews on the back shifts do not have the expertise to fix the machine.  

Mr. Furst is called at 1:30am, was briefed on the situation, and now has a decision. 
Contractually, they must meet their commitment to their client for specified delivery on 
Tuesday morning. He has two options: 

Option A: Fix the machine on Saturday, by calling out a three-person maintenance crew who 
will get paid time-and-a-half overtime. The job is estimated to take eight hours to complete.  
The crew would start at 8am on Saturday. They can’t come in earlier because of union rules.  

Option B: Let the machine operate with reduced quality/efficiency until Monday at 4pm when 
the normal maintenance crew, which starts at 8am, completes the fix. The additional labor cost 
to fix the machine on Monday is zero. They were going to be paid that Monday regardless of 
what they work on. Coverage is sufficient to just fit it in. However, during the 72 hours that the 
machine might have been fixed (4pm Saturday to 4pm Monday), the machine will require 
additional raw materials because of the quality/efficient reduction.  

Assume the machine will continue operating at the reduced efficient while the crew is repairing 
it. Also, assume the operators will not need any overtime to complete the job before Tuesday’s 
deadline. 

General Instructions  

This is a simple math problem. Is the labor cost on Saturday lower than the increased raw 
materials used for 72 hours on Saturday, Sunday, and Monday? It’s a simple operating decision 
to determine the least cost option.  

There are five questions on the spreadsheet. There is an Instant Feedback cell for each one. You 
should understand there are two reasons for doing this exercise. They are mentioned at the 
end of the exercise.  

Assumptions 

Labor:  

a. Labor Rate:  $43 per hour straight time.  
b. Pension and Medical Load: 85%, applied to straight time rate only 

 



Operating	Decision	Directions	
 

© BizBasicsOnline.com 2018 – All rights reserved  v1.1  Page 3 
 

Raw Materials: 

a. Normal Use:  30 pounds per hour 
b. Increase in Use until Fixed: 50% 
c. Cost per pound: $9.80 

Conclusion 

For this exercise, you will NOT need to enter your answers into the courseware. The questions 
will be discussed on the next slides in the couresware, as will an important principle of business 
decision making. 

Keep these directions on your hard drive. This file is part of the tools you will keep as you 
complete the BBO course. This may be useful to you on the Final Exam for this course and the 
Capstone Case in the final BBO course. 

Thank you for your work.  


