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Teaching Notes 

This case focuses on short-term profit planning for SEWMEX – a newly formed Mexican subsidiary of a U.S. 
company. The case is based on a real company in the sewing industry and as such forces students to think 
critically about the application of CVP concepts to a real-life situation. Sensitivity analysis is required to deter-
mine the impact of changes in production efficiencies on CVP relationships and profitability for the SEWMEX 
plant. Some applications of Excel are required to complete the case. Students are required to construct a 
written summary report regarding major issues raised in the case. Optional requirements focus on various 
issues regarding foreign exchange rates. Because of the richness of the case, it is targeted for use at the 
graduate level (e.g., MBA managerial accounting) or at an upper-level undergraduate course for accounting 
majors (e.g., cost accounting). 

Keywords: short-term profit planning, CVP analysis, international business, sensitivity analysis writing as-
signment, foreign exchange rates (optional requirement), foreign exchange rate risk (optional requirement). 

Overview/Summary 

Cost and managerial accounting texts are of necessity a one-size-fits-all approach. Their purpose is to intro-
duce and/or explain concepts that can be applied generally—to a variety of business contexts. While tenable, 
this approach may leave students with misconceptions; for example, that all manufacturing environments are 
the same. In addition, the standard textbook approach to many topics, including CVP, may not provide stu-
dents with a sense of the real-world complexities associated with the topics students are covering in class. 

The overriding purpose of this case is to challenge students to think critically about CVP analysis or, more 
broadly, short-term profit planning, in an actual business setting. The SEWMEX case allows the instructor 
to address the following business-related issues: free-trade agreements; the connection between changes 
in production efficiencies and short-term profitability; the nature of short-term fixed costs versus short-term 
variable costs; the role of sensitivity analysis in profit-planning exercises; and, at the option of the instructor, 

foreign exchange rates and the management of foreign exchange rate risk.1 Finally, students are asked to 
assume the role of an internal business consultant, and in this capacity they must prepare for the president of 
the company a summary profit-planning report. As indicated below, the case covers a variety of educational 
objectives specified currently for the CMA exam. 

The Maquiladora Program 

The company is described as a part of the Maquiladora program, which has now been replaced by a program 

known as IMMEX.2 Nevertheless, the term maquila continues to be used. Perhaps a brief explanation of 
maquiladoras and the North American Free Trade Agreement (NAFTA) would be helpful to students’ under-
standing of the context of international trade between the U.S. and Mexico. The instructor can make the fol-
lowing explanation at the time of assignment of the case or, alternatively, could add another question to the 
case requiring students to do research on maquilas. 

Maquiladoras initially began as a “twin plant” idea. Typically, a U.S. parent company owned a Mexican plant 
just across the border from a U.S. factory of the same company. Major assembly of product was done on 
the Mexican side and then transported across the border to the U.S. “twin.” Maquilas came into existence 
well before NAFTA and Mexican law allowed goods to cross the borders duty-free if none of the raw material 
would be used for finished products sold in Mexico and if the Mexican factory was enrolled in the maquiladora 
program. 
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It may be worthwhile to remind students of the economic principle of competitive advantage to explain why 
U.S. companies were interested in assembling their product in Mexico—cheap labor. The predecessor to the 
maquiladora program was the bracadero program, which allowed Mexican workers to work temporarily in the 
U.S. (mainly on the border) at lower wages. 

NAFTA to some extent obviated the need for a maquiladora program. It may be worth mentioning to students 
that in Mexico many of the NAFTA provisions were phased in over several years in order to protect certain 
industries within Mexico. One such industry is the textile industry, which continues to have some onerous pro-
visions with respect to goods manufactured in Mexico with U.S. components that are subsequently sold in 
Mexico without being exported back to the U.S. This discussion, however, is beyond the purpose of this case. 

Intended Course/Audience 

The primary audience for this case is a graduate-level accounting course (such as MBA Managerial Account-
ing). Because of the comprehensive nature of the case, it is not recommended for use in a sophomore-
level management accounting course. The case, or at least major portions of the case, could, however, be 
used successfully in an upper-level accounting course such as cost accounting (or cost management). As 
explained later in this Teaching Note, the case has been used by the authors in both an MBA managerial ac-
counting course and in an undergraduate junior-level cost accounting course (open to non-accounting majors 
as an upper-level business elective). 

If used at the undergraduate level (e.g., cost accounting), we suggest that Questions 1 through 6, inclusive, 
be assigned. Depending on available time, at the graduate level (e.g., MBA managerial accounting and/or a 
relevant Masters of Accountancy course), the instructor could assign either the same six questions or choose 
to assign, in addition to these six questions, the two optional questions (viz., Questions 7 and 8) that deal with 
the issue of foreign exchange rates. The integrative nature of the case—and the fact that it is based on an ac-
tual manufacturing context—would make the case ideal for use as a take-home exam (at either the graduate 
or the undergraduate level), perhaps to be completed on a small-group basis. 

Positioning of the SEWMEX Case/Required Student Background 

The case is best presented after completing chapters on cost behavior, cost estimation, and an introductory 
lecture on CVP (short-term profit planning). The authors suggest that the question based on plant and worker 
efficiencies (i.e., Question 5d) is best understood if “lean manufacturing” and other continuous-improvement 
concepts have already been covered, either in accounting or in another course in the curriculum (e.g., opera-
tions management). If students have not been exposed to these topics, then the instructor must either elimi-
nate Case Requirement #5d or provide students with additional guidance in conjunction with this question. 

Since a core component of the case deals with standard allowed minutes (SAMs) as a way to express outputs 
(in lieu of number of garments produced, across each of four product lines), prior to coverage of the case stu-
dents should be provided with some introduction to the topics of standard costs and standard cost systems. 

The issue of the impact of efficiency changes3 on short-term profit planning (i.e., Questions 5a through 5c) is 
critical to understanding the determinants of the planning model for the SEWMEX plant. The labor situation 
for the company in question (essentially, as a matter of policy, labor cost is considered a short-run fixed cost) 
reinforces in the minds of students both the need for proper cost identification and the need to identify the 
appropriate driver of short-term profitability for the SEWMEX plant: increases in plant (and assembly worker) 
efficiency. 

Also reinforced in the case (via Questions 4a through 4c) is profit planning for a multiproduct firm, which forces 
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the students to think in terms of a standard mix of outputs and the consequent use of a weighted-average 
contribution margin per unit (or, weighted-average contribution margin ratio). Our own experience with the 
case, particularly at the undergraduate level, is that many students struggle with the notion of using a hypo-
thetical mix of products with an associated weighted-average contribution margin ratio (or, per-unit amount). 
Thus, the instructor is advised prior to the administration of the case to provide students with an introduction 
to profit planning for the multiproduct firm. 

If optional Questions 7 and/or 8 are assigned, the instructor should ensure that students have previously had 
exposure (e.g., in the required MBA finance class) to the topics of foreign exchange rates, foreign exchange 
risk, and the management of foreign exchange rate risk. 

Educational Objectives 

The SEWMEX case has the following educational objectives: 

• Illustrate the power of a short-term profit-planning model (viz., CVP) in an actual manufacturing con-
text. 

• Analyze how labor costs behave in a contemporary manufacturing facility (especially important given 
labor laws in countries outside the U.S.). 

• Perform an elementary sensitivity analysis, in concert with the development of a CVP model. Specif-
ically, students look at the impact of productivity changes, as measured by labor efficiency, on short-
term profitability. As well, students are made to think about the mechanisms through which produc-
tivity changes represented by increased labor efficiency could occur (lean manufacturing, Six-Sigma, 
etc.). 

• Enhance spreadsheet skills: to complete the case, students are required to use both the charting 
(graphing) function and the Solver routine in Excel. 

• Writing—as a culminating exercise, students are required to assume the role of internal business 
consultant (i.e., assistant controller) and to provide to the company’s president with a written synopsis 
of the profit-planning exercise. 

• (Optional): Students are exposed (in a real-life context) to the issue of foreign exchange, risks as-
sociated with fluctuating foreign exchange rates, and the potential for managing such risk. These 
issues are covered in two optional questions, 7 and 8. 

Content Area on CMA Exam 

Major Topical Area — 
SEWMEX Case 

Part Topic(s) 

Foreign Exchange Rates/
Risk (Optional Coverage) 

Part 2, 
B, 1 (b) 

Part 2, 
B, 8 (a) 

Part 2, 

Corporate Finance: Risk and Return-Types of Risk 

Corporate Finance: International Finance-Fixed, Flexible and Float-
ing Exchange Rates 

Corporate Finance: International Finance-Managing Transaction 
Exposure 
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B, 8 (b) 

Cost Behavior/Cost Func-
tions 

Part 1, 
C, 1 
(a) 

Cost Management: Measurement Concepts--Cost Behavior and 
Cost Objects 

Breakeven Analysis 
Part 2, 
C, 1 
(a) 

Decision Analysis and Risk Management: Cost-Profit-Volume 
Analysis-Breakeven Analysis 

Profit-Planning 

Part 1, 
A, 5 (a) 

Part 1, 
B, 3 (a) 

Part 1, 
B, 3 (g) 

Part 2, 
C, 1 
(b) 

Top-Level Planning and Analysis: Pro-forma Income 

Performance Management: Performance Measures--Product Prof-
itability Analysis 

Performance Management: Performance Measures--Effect of Inter-
national Operations 

Decision Analysis and Risk Management: Cost-Profit-Volume 
Analysis-Profit Performance and Alternative Operating Levels 

Sensitivity Analysis 
Part 2, 
D, 5 
(a) 

Investment Decisions: Risk Assessment in Capital Investment-Sen-
sitivity Analysis 

Capacity Utilization/Efficien-
cy Issues 

Part 1, 
C, 4 
(d) 

Performance Management: Cost Management-Capacity Manage-
ment and Analysis 

Spreadsheet Skills N/A 

Writing N/A 

Linkage to the Current CMA Exam 

The following table summarizes topical coverage of the SEWMEX case as it relates to current content speci-
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fications for the CMA exam:4 

Contribution of the SEWMEX Case 

The following discussion positions SEWMEX within the relevant accounting education literature base vis-à-
vis the topic of short-term profit planning (i.e., CVP analysis). Our review of this literature, subdivided into 
“CVP-Related Instructional Resources” and “CVP-Related Educational Cases,” supports the contention that 
SEWMEX represents an incremental contribution to the literature. Apart from this, the following summary may 
be of interest to faculty developing a module that deals with the general topic of “financial modeling.” 

CVP-Related Instructional Resources 

Papers in this area generally represent refinements or enhancements to the basic CVP planning model. As 
such, most of these papers focus on a narrow topic and are considered “technical” in nature and therefore 
beyond the scope of the SEWMEX case. 

Ajinka et al. (1986) discuss the extension of conventional CVP analysis to an absorption costing basis, while 
Atiase et al. (1989) present an approach to teaching non-linear CVP analysis. Brandon, et al. (1986) and 
Chan (1990) deal with the issue of incorporating sensitivity analysis (and goal seeking) into a conventional 
CVP analysis, while Rouse (1993) presents a way to use spreadsheet software (viz., Lotus 1-2-3) to perform 
Monte Carlo simulation in conjunction with short-term profit planning. Harper (1986) focuses on the proper 
interpretation of shadow prices within the context of product planning, while Louderback (1990) presents a 
graphical approach to a two-variable sensitivity analysis associated with a CVP model. Holmen et al. (1990) 
develop a cash-flow CVP model, which Shanholtzer and Holmen (1994) later refine to account for income tax 
timing differences and for changes in inventory levels. Finally, Lord (1995) presents a detailed discussion of 
calculating and interpreting operating leverage (i.e., the extent to which short-term fixed costs characterize an 
organization’s cost structure), while Yunker and Yunker (2003) cover the topic of CVP analysis under uncer-
tainty. 

CVP-Related Educational Cases 

We found 12 CVP-related cases in the accounting education literature. Nine of these cases (viz., Khan [1998], 
McKinnon and Herremans [1999], Weisel [2003], Fessler and Martin [2003], Schneider [2006], Pfeiffer et al. 
[1997], Cataldo and Kruck [1998], Kovar and Evans [2001], and Brewer et al. [2008]) cover but do not have 
CVP as the central focus of the case. For example, Schneider (2006) covers revenue and cost variance analy-
sis, absorption vs. variable costing, relevant costs, and capital budgeting, in addition to CVP, while Brewer et 
al. (2008) cover, in addition to CVP, business strategy, business risk, cost drivers, and relevant costing. 

While short-term profit planning (CVP analysis) is the central element of the SEWMEX case and while multiple 
considerations are included, SEWMEX is different from the cases cited above for at least three reasons: (1) 
SEWMEX is based on an actual company (and representative data from this company), (2) the internation-
al business setting for the SEWMEX case, and (3) topical coverage (in addition to basic CVP analysis, the 
case covers both what-if analysis and—on an optional basis—foreign exchange rates and resulting risks). By 
contrast, the cases cited above seem more suitable, because of their scope, for assignment as a culminating 
project in a course. 

A recent case (Kucic et al., 2010) is similar to the SEWMEX case in that it has multiple products (or services) 
and requires the calculation of a weighted-average contribution margin as part of the profit-planning exercise. 
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The Kucic et al. case also requires some basic sensitivity analysis (as does SEWMEX) and pushes students 
to consider how CVP analysis can be used to increase profitability. Finally, one unique aspect of the Kucic 
et al. (2010) case is the application of a CVP model for both planning (traditional use) and control (novel) 
purposes. The Kucic et al. (2010) case is different from SEWMEX in that it focuses on the service industry 
and also requires consideration of discretionary fixed costs. By contrast, SEWMEX introduces the concept of 
labor efficiency into the sensitivity analysis and, therefore, links CVP concepts back to textbook coverage of 
continuous-improvement methodologies (lean manufacturing, TQM, Six Sigma, etc.). In addition, SEWMEX 
challenges students to reconsider traditional thoughts about cost behavior, such as how direct labor behaves 
under the circumstances described in the case. Finally, due to the international dimension, exchange rate 
volatility and its effect on short-term profit planning are incorporated into SEWMEX in the form of optional 
questions. In short, both SEWMEX and the case by Kucic et al. (2010) have important similarities; howev-
er, there are enough differences between these two cases to view them as distinct options for covering CVP 
analysis in selected accounting courses. 

The remaining two cases (viz., Blocher and Chen [2004], and Danvers and Brown [2009]) are somewhat more 
advanced than SEWMEX and as such could, at the discretion of an instructor, be used as a follow-up as-
signment to SEWMEX. The Blocher and Chen (2004) case focuses on using CVP to support the competitive 
strategy of a hypothetical firm. The authors note that their case involves a situation with multiple sources of 
revenue and different types of cost behavior. Given its complexity, the case is designed as a group assign-
ment. As such, it can be used (particularly as a small-group assignment) after coverage of a case such as 
SEWMEX. 

The case by Danvers and Brown (2009) requires students to build a comprehensive financial planning model 
to support managerial decision making. This hypothetical case is divided into two parts and is designed to 
be completed on a small-group basis. Part One requires students to prepare and interpret a set of budgets 
(sales, cash collections, purchases, payments for purchases, statement of cash flows, etc.). Part One of their 
case is designated by the authors as the baseline scenario. Part Two of the case involves extensive sensitivi-
ty analyses. Students are required to use Excel to complete both parts of the case. The case by Danvers and 
Brown (2009) also requires students to perform income vs. cash-flow analyses, as well as a benchmarking 
analysis. In short, there are clear differences between SEWMEX and the Danvers and Brown (2009) case, 
both in terms of context and educational objectives. 

In our opinion, the case by Danvers and Brown (2009) would likely be appropriate as a small-group assign-
ment (e.g., a take-home exam) after coverage of a more basic case such as SEWMEX. This strategy is, in 
fact, suggested by Danvers and Brown (2009, p. 47): “An appropriate point in the semester for assigning the 
case is typically following coverage of cost behavior, budgeting, and cost-volume-profit analysis.” In major re-
spects, therefore, the Danvers and Brown (2009) case differs from SEWMEX in ways similar to Blocher and 
Chen (2004). 

Summary 

SEWMEX is distinguished from existing cases on CVP in four primary ways: it is based on an actual company; 
it is suitable for use at a variety of levels (undergraduate cost accounting, MBA managerial accounting, or 
Masters of Accountancy course); it covers an array of topics (viz., sensitivity analysis, the impact of local labor 
laws on cost structure and corporate strategy, and [at the option of the instructor] foreign exchange risk) not 
covered by existing CVP-based cases; and, it includes both spreadsheet and writing requirements. 
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Evidence of Case Efficacy 

MBA Managerial Accounting 

The SEWMEX case was used recently as a small-group take-home exam in an MBA managerial accounting 
course taught by one of the authors at an AACSB-accredited institution. The course in question was delivered 
in the fall 2011 semester; class met once per week, 6:00 p.m. to 8:45 p.m. Virtually all students in the class 
were part-time students. The textbook used in the course was Atkinson et al. (2012). 

Prior to distributing the case to students, the instructor gave a 50-minute introductory lecture regarding CVP 
analysis. Covered in this lecture were the following topics: purpose of CVP (as a short-term financial planning 
tool); review of cost-behavior fundamentals; equations for profit planning—for both a single-product entity and 
a multiproduct firm—on both a pre-tax and an after-tax basis. Students in the class worked in groups of three 
(assigned, at random, by the instructor) to complete the case. The case was discussed in the class that met 
on the following week (i.e., students had one week to complete the case). Each team submitted a single pa-
per to the instructor at the start of class. The case was later graded by the instructor and represented 15% of 
each student’s final grade in the course. 

At the conclusion of the in-class discussion of the case, the instructor distributed to students the questionnaire 
presented in Appendix A to this Teaching Note (TN). Students were asked to complete the evaluation form 
(anonymously) and to return the completed forms to the instructor the following week. There were 14 students 
in the class, a minority of which were undergraduate business majors (only one student in the class had an 
undergraduate degree in accounting). The average age of students in the class was approximately 28. Fe-
males constituted 50% of the students in the class (i.e., 7 of 14). 

The questionnaire asked students to provide an assessment regarding the perceived value of the case, 
whether they recommended continued use of the case, etc. Results from this administration of the survey 
instrument are presented in Table TN-1. As can be seen from this table, the students in this administration 
of the case reported that the case provided a valuable learning experience, represented a good use of their 
time, was clear in its instructions/facts, provided useful coverage of important skills in Excel, and allowed stu-
dents to gain an appreciation of the real-world complexities of the profit-planning process, particularly in an 
international setting. 

Table TN-1 : Student Feedback—Case Usage 

MBA—Fall 2011 
(n =14) 

Cost Account-
ing—Fall 2011 (n = 
30) 

Question Abbreviated Description Mean S.D. 

% 
1 
or 
2 

Mean S.D. 
% 1 
or 2 

1 
Case was effective in illustrating importance of CVP 
in practice. 

1.57 0.65 93 2.37 1.01 67 
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2 Prior knowledge of CVP was minimal. 2.43 0.94 57 2.20 0.98 77 

3 
SEWMEX increased understanding of CVP as used 
in practice. 

1.64 0.63 93 2.80 1.19 50 

4 SEWMEX was an effective use of time. 1.64 0.63 93 2.97 1.22 47 

5 
SEWMEX did NOT increase my understanding of the 
importance of CVP** 

4.07 0.83 71 3.27 1.20 53 

6 Recommend continued use of SEWMEX. 1.50 0.65 93 2.73 1.20 53 

7 SEWMEX helped hone my Excel skills. 1.50 0.52 100 2.83 1.07 37 

8 I can build a CVP model for a multiproduct business. 2.14 0.86 57 2.90 0.91 47 

9 
SEWMEX increased my understanding of the impor-
tance of sensitivity analysis. 

1.71 0.61 93 2.55 1.13 60 

10 
SEWMEX increased my knowledge of complications 
associated with profit-planning for foreign sub-
sidiaries. 

1.36 0.50 100 2.57 1.05 47 

11 
SEWMEX did NOT represent a good use of my 
time** 

4.14 0.66 86 3.00 1.26 43 

12 
SEWMEX provided an effective vehicle for exploring 
the impact of productivity changes on short-term prof-
itability. 

1.71 0.61 93 2.87 0.88 43 

13 
SEWMEX provided a good opportunity to see how la-
bor in a contemporary manufacturing facility behaves. 

1.64 0.63 93 2.67 0.94 50 
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14 Facts in SEWMEX were clear. 1.43 0.51 100 3.40 1.14 27 

15 
SEWMEX provides a good example of the effect of 
exchange rages on profitability. 

1.50 0.65 93 2.63 1.16 60 

*See Appendix A for actual questions. 

**These items were reversed-scored; thus, reported percentage refers to combined response of 4 and 5. 

Students were permitted at the end of the survey instrument to add comments regarding the SEWMEX case. 
Following is a representative sample of those comments: 

• The case allowed me to gain an appreciation of profit planning in a realistic, international context. 
• I thought the Excel requirements were great. My background is from the liberal arts…I appreciate all 

of the Excel-based applications I can get! 
• For once, it was refreshing to be able to complete a real-life case. I thought the discussion about 

foreign exchange rates, and how this complicates profit planning, was especially pertinent. 
• I remember covering CVP in a couple of my undergrad courses. However, in neither of those courses 

do I remember thinking about real-life applications of the topic, or complications that occur in prac-
tice. I also don’t remember covering the topic of sensitivity analysis and CVP. All in all, the SEWMEX 
case was a great learning experience. 

Undergraduate Cost Accounting 

The SEWMEX case was used as a small-team assignment in the fall 2011 term in an undergraduate cost ac-
counting course taught by one of the authors in an AACSB-accredited institution. This course is required of all 
accounting majors; however, it is also available as an upper-level elective course for other business majors. 
The class in question met for 75 minutes during the day, twice per week. The instructor in question distributed 
the case to students after having covered the topic of CVP as presented in Cost Management: A Strategic 
Emphasis by Blocher et al. (2010). Students selected their own teams. The case represented 10% of each 
student’s grade in the course. 

The case assignment was provided in two parts. The first part covered the first four questions. Student teams 
had two weeks to prepare Part 1 of the case. Part 1 was discussed in class after it was graded. The second 
part of the case covered Questions 5, 6, and 8. The same teams continued together for Part 2 of the case. 
Distribution of Part 2 of the case was delayed as continuous-improvement concepts (e.g., lean) had not yet 
been discussed in class. 

After completing Part 2 of the case, students were asked to voluntarily and anonymously complete and return 
the questionnaire shown in Appendix A. The questionnaire was administered and scored by a graduate as-
sistant. 

As reflected in the summary results reported in Table TN-1, and verified by the sampling of comments pre-
sented below, some of the undergraduate students believed the case was too complicated for them. There 
was also some concern on the students’ part about the clarity of the facts and the questions. 
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• Consider not all students are accounting/business. Be extremely clear with instructions. Make it 
worth our while. 

• SEWMEX is a challenging case but provides a good learning experience. 
• I can understand how students who are accounting majors would find this case reasonable. However, 

I am not majoring in accounting and found it to be difficult. 
• I felt that the case was too complicated. 

A comparison of survey results of the graduate and undergraduate students (Table TN-1) indicates that the 
two sets of students reacted differently to the case, particularly in terms of the need to provide clearer direc-
tions. The feedback from the undergraduate students led to the following enhancements to the case and this 
TN: 

• We took great pains in writing clearer and more detailed case requirements (now reflected in the 
case). 

• We developed and are including in this TN a new appendix (Appendix B), which contains three 
templates that the instructor, at his/her discretion, can distribute to students in conjunction with the 
SEWMEX case. Template 1 can be used in conjunction with Question 2 (cost classification), Tem-
plate 2 is meant for use with case Question 3a (calculating the weighted-average contribution margin 
per unit and the weighted-average contribution margin ratio based on the current production/sales 
mix), while Template 3 is to be used in conjunction with case Question 4d (determining breakeven 
dollars and units by product line). An Excel version of each of these three templates is available to 
instructors. The instructor could distribute one or all Excel files to students as an alternative to the 
hard copy of the templates presented in Appendix B. These templates are designed both to assist 
students in working the case and to facilitate the grading process by the instructor. 

• As noted earlier, instructors who elect to use the case at the undergraduate level should be sure 
to have covered weighted average contribution margin per unit and weighted-average contribution 
margin ratio prior to providing the case as these concepts were found to be difficult for our sample of 
undergraduate students. Template 2 can be used to guide students in these calculations. 

• Finally, our use of the case—at both the undergraduate level and at the MBA level—indicates that 
many (or at least some) students have limited knowledge of the Solver routine in Excel. Accordingly, 
we have developed a separate tutorial on the use of the Solver routine (Appendix C), which faculty 
can distribute in advance to students, to be used in conjunction with case Question 4c. 

Case Requirements and Suggested Solutions 

1. Discuss what is meant by cost-volume-profit (CVP) analysis and the ways in 
which CVP can be used as a managerial tool. Include any qualitative factors 
that may affect the CVP assumptions, particularly with respect to SEWMEX. 

CVP analysis is a short-term profit-planning model that captures the relationship between profit and factors 
that combine to determine short-term profits: selling price per unit, variable cost per unit, total (short-term) 
fixed costs, sales volume (quantity), and sales mix. The planning horizon for the application is short-term in 
the sense that it is this horizon that helps determine the classification of costs as “variable” versus “fixed.” 
CVP analysis is a managerial tool that is especially important in firms embracing a cost leadership strategy 
and/or in manufacturing environments where high volume is important due to the existence of high fixed costs 
and small margins. 
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Perhaps the most obvious use of CVP is to determine the breakeven point, which for a multiproduct firm 
is clearly dependent upon a particular sales volume and mix of product. Therefore, it is crucial for firms to 
achieve planned sales levels in order for the CVP relationships to actually hold based on the assumptions 
made in the planning process. From this point, sensitivity analysis conducted on costs, volume, revenue, and 
mix can provide important insight into the short-term profit structure of an organization. 

CVP analysis can be used to address the following additional planning-related questions: 

• How much sales volume is needed to achieve a targeted amount of income, either on a pre-tax or an 
after-tax basis? 

• What is the increase in sales volume needed to justify a planned increase in short-term fixed costs 
(advertising, promotion, etc.)? 

• What type of cost structure (relatively high variable costs and lower fixed costs versus relatively high 
fixed costs and lower variable costs) is optimal for the organization? 

• What is the anticipated effect on short-term profits of a shift in sales mix? 
• Is a planned increase in sales price of X% worth it if sales volume decreases by an estimated Y%? 

CVP analysis should trigger thoughts about what are discretionary versus long-term fixed costs, as well 
as cause students to question cost behavior in a particular circumstance. For example, given the facts in 
SEWMEX, how does direct labor actually behave? Textbooks traditionally consider direct labor as a variable 
cost. That does not appear to be a proper assumption in the case of SEWMEX, however. While the company 
has a policy of not firing workers, and layoffs are not permitted by Mexican law, workers may still leave on 
their own volition, which does not create the need for the onerous severance pay. It is difficult to categorize 
this type of cost with respect to behavior and accordingly difficult to model it. It may be difficult to predict how 
many workers will leave in a particular week or month. Such complexities convey to students quite vividly the 
difference between relatively “clean” textbook examples and “messy” real-world applications. 

In point of fact, most European and South American countries have labor laws similar to those referred to in 
SEWMEX. It might be interesting to discuss this with students in order to give them a broader, global business 
awareness. 

In addition, in a manufacturing environment such as SEWMEX, ideas concerning how to improve manufactur-
ing methods to lower breakeven and increase margins are a natural extension to the basic CVP analysis that 
students perform. Continuous-improvement methodologies such as lean manufacturing, six sigma, total qual-
ity management (TQM), and lean six sigma—and how implementation of these methodologies can change 
CVP relationships—provide an opportunity to link short-term profit planning to other concepts in the business 
curriculum. 

In the real company upon which the SEWMEX case is built, CVP relationships are developed at the beginning 
of each year. Mexico experiences fairly high inflation and the government mandates wage increases for cer-
tain classes of employees each year. The company in the SEWMEX case then plans production levels for 
each month based on orders, needs of the customer, and other criteria. Cash flows and discretionary expen-
ditures as well as many other management decisions are based around the basic planning from the CVP 
analysis. The planning for each month adjusts for known changes in the CVP relationships. 

Students should keep in mind that there are limitations to a CVP model. First, most basic models make the 
assumption that all costs are linear. In actuality, costs do not always behave in that fashion. For example, in 
the SEWMEX case, direct labor is not truly fixed, as turnover in the labor force is not explicitly modeled. Also, 
CVP relationships are only considered stable over the relevant range of production. Production outside of that 
range may change the underlying CVP model. 

SAGE
© 2012 IMA Educational Case Journal. All rights reserved.

SAGE Business Cases

Page 13 of 51
SEWMEX: Short-Term Profit Planning in an International Setting



PREVIEW

In a manufacturing environment like SEWMEX, assumptions must be made about production efficiencies as 
the starting point in the modeling process. If those assumptions are incorrect, the resulting CVP model will 
not reflect the underlying reality. 

In addition, in an international context, exchange rate changes will affect the CVP interactions. In the 
SEWMEX case, revenues are expressed in U.S. dollars (USD) and expenses are paid in pesos. A stable 
exchange rate is an assumption upon which the initial CVP model is determined. Later (as an optional re-
quirement, Question 8), we relax this assumption by asking students to perform a sensitivity analysis based 
on alternative assumed exchange rates between the peso and the USD. 

2. Cost-Behavior Issues: Define the terms “variable cost” and “fixed cost.” 
Given the facts in the case, identify all fixed and variable costs listed in Table 
3. Assume for cost-classification purposes that the relevant activity variable 
(cost driver) is SAMs (or, equivalently, units produced). Assume further that 
each line-item cost listed in Table 3 can be classified either as “fixed” or as 
“variable” with respect to changes in SAMs (or units produced). If you feel 
that the cost under consideration has a “mixed” behavior (i.e., has elements 
of both fixed and variable cost), make your classification decision on the ba-
sis of what you believe to be the primary cost behavior, variable or fixed. 
Show amounts both in pesos and in USD. 

A variable cost is a cost that varies, in total, in response to changes in one or more activity variables (cost 
drivers). A “pure” variable cost varies directly and proportionately to changes in one or more cost drivers. In a 
manufacturing environment, the activity variable usually relates to production or some surrogate of production 
volume, such as SAMs. Thus, unlike a variable cost, a fixed cost is a cost that remains fixed, or does not vary, 
over a relevant range of production in response to a specified activity variable, such as units produced, miles 
driven, or patients served. 

Traditionally, direct manufacturing costs, such as direct labor and direct materials, have been considered vari-
able. This is because these costs normally vary directly with the number of units produced (or some other 
measure of output volume, such as machine hours). Note, however, that in the present case—as a result of 
Mexican labor law requiring prohibitive costs for firing of workers and because layoffs are not permitted—the 
company has decided as a matter of policy to not fire workers in periods of low demand. The effect of this 
policy and the law essentially converts what would normally be considered a variable cost (direct labor) to a 
(short-term) fixed cost. The same would be true of indirect labor at the SEWMEX facility. 

Students should understand that many countries, especially in Europe and South America, have labor laws 
that essentially convert labor from a variable to a (short-term) fixed cost. Based on the facts provided, critical 
thought on the students’ part should lead them to the conclusion that labor cost at SEWMEX should be treat-

ed for CVP modeling purposes as a short-term fixed cost.5 

A breakdown of the costs from case Table 3 into variable and fixed cost components is provided in Table 

TN-2.6 As specified, the data in this table are expressed in terms of USD, not pesos, and a 13:1 exchange 
rate (pesos to USD). Note that in case Table 3, some costs were identified as fixed; Table TN-2 respects that 
same classification. Also, a note to case Table 3 indicates that while customs fees are likely semi-fixed (step-
fixed) costs, for practical purposes (given the immaterial amounts involved), these costs can be considered 
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(short-term) fixed costs.7 

Table TN-2 : Identification of Fixed and Variable Costs (with respect to volume of output or, equiva-
lently, SAMs) 

Department 
Cost Descrip-
tion 

Amount in Pe-
sos 

Amount in $USD (@ 13:1 ex-
change rate) 

Cutting and 
bundling 

Indirect La-
bor 

F 255,000 $19,615 

Supplies V 50,000 $3,846 

Production 

Direct Labor F 1,200,000 $92,308 

Indirect La-
bor 

F 300,000 $23,077 

Supplies V 500,000 $38,462 

Quality 

Labor F 125,000 $9,615 

Supplies V 5,000 $385 

Maintenance 

Labor F 200,000 $15,385 

Parts V 160,000 $12,308 

Shipping 

Labor F 60,000 $4,615 

Other F 50,000 $3,846 
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Customs 
fees^ 

F 40,000 $3,077 

Human Re-
sources 

Labor F 40,000 $3,077 

Other F 10,000 $769 

Administration 

General F 750,000 $57,692 

Utilities V 250,000 $19,231 

Other V 100,000 $7,692 

Miscellaneous 

Labor F 40,000 $3,077 

Other F 5,000 $385 

Variable Cost 1,065,000 $81,924 

Fixed Cost 3,075,000 $236,538 

Total Cost 4,140,000 $318,462 

Notes: 

^The typical additional cost to send or receive a container, customs brokerage and longshoremen fees, is 
5,000 pesos. The current level of planned production at 2,500,000 SAMs requires shipments to consist of one 
sent container and one received container per week (8 total shipments in a given month). Therefore, the cost 
behavior is actually step-fixed. Note, however, that the case instructs students to assume that any step-fixed 
costs are considered fixed. Note that the difference is slight in that the cost is only 10,000 pesos, or 769 USD, 
for every 625,000 SAMs increment. 
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3. Profit-Planning Model. 

3a. Develop an equation that appropriately reflects the CVP relationships and 
depicts the short-term profitability of the SEWMEX plant before taxes. (Hint: 
Your equation should depict pre-tax profit per month, πB, as a function of the 
level of fixed cost per month (FC), total volume, X (in units per month), contri-
bution margin per unit (sp − vc), and a production/sales mix represented by 
the data reported in case Table 2. Given the unit selling price data in Table 1 
and the variable costs identified in Question 2 above, you should be able to 
calculate and use for profit-planning purposes a weighted-average contribu-
tion margin ratio and/or weighted-average contribution margin per unit based 

on the production/sales mix implied by the data in case Table 2.)8 

Let sp = selling price per unit, vc = variable cost per unit, TR = total revenue, VC = total variable cost, FC = 
total (short-term) fixed costs (per month), CM = total contribution margin, and X = sales volume (in units, i.e., 
number of garments) per month. For the single-product case, the pre-tax profit equation can be written as: 

πB = TR − VC − FC 

πB = CM − FC 

πB = [(sp − vc) × X] − FC 

where πB = pre-tax profit per month and other terms are as defined above. Students should note (as we will 
see below in part b), that this profit equation is linear: πB is plotted on the Y-axis (i.e., it is the dependent 
variable in the model), X (volume per month) is the independent variable, FC = the intercept for the Y-axis, 
and the contribution margin per unit (sp − vc) = the slope of the profit-volume equation. 

In the multiproduct case, we can use the same format as the above to depict the short-term profit equation of 
the organization—provided that we are willing to assume that the sales mix (proportion of each product sold, 
expressed either in physical units or in sales dollars) is constant as total volume changes. Once a sales mix 
is chosen, we can calculate a weighted-average contribution margin per unit and a weighted average con-
tribution margin ratio based on that assumed mix. Tables TN-2 and TN-3 provide the necessary data for the 
SEWMEX calculations. 

Weighted-average calculations: Current production/sales mix 

a. Weighted average contribution margin per unit (at the assumed production/sales mix de-
picted in case Table 2) = total contribution margin (CM)\total units 

= (TR − VC) ÷ total units 

= ($388,550 − $81,924) ÷ 56,222 units 

= CM ÷ 56,222 units 
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= $306,626 ÷ 56,222 units = $5.4538/unit 

where TR = total revenue and VC = total variable cost. 

Therefore, the profit-volume equation, under the assumed production/sales mix, is: 

πB = $5.4538 X − $236,538/month 

b. Weighted average contribution margin ratio (at the assumed production/sales mix) 

= total contribution margin (CM) ÷ total sales dollars (TR) 

= $306,626 ÷ $388,550 = 0.7891545499 

Therefore, the profit-volume equation (where volume, X, is now measured not in physical 
units but in sales dollars) is: 

πB = 0.789154549X − $236,538/month 

3b. Once the equation for short-term pre-tax profit (πB) is developed, use Ex-
cel to prepare a profit-volume (PV) graph for the SEWMEX plant. That is, gen-
erate a graph of monthly pre-tax (πB) as a function of monthly sales volume 
(X). Clearly label the X and Y axes, the X-intercept, the Y-intercept, and the 
slope of the pre-tax profit equation. To generate your graph, you will need to 
use the weighted-average contribution margin per unit at the current produc-
tion/sales mix (reflected in case Table 2). Your graph should include pre-tax 
profit (πB) for the following values of X (monthly volume): 0 to 70,000 in incre-
ments of 5,000 units. 
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PREVIEW4. Breakeven Calculations. 

4a. Based on the weighted-average contribution margin per unit that reflects 
the current production/sales plan (which you used above in Question 3a), 
what is the breakeven point, expressed both in terms of total SAMs (standard 
allowed minutes) and in terms of total output (units produced) for the 
SEWMEX factory as a whole? Show your calculations. (Hint: To derive the 
breakeven point, use the equation for pre-tax profit, ϖB, which you developed 
in response to Question 3a above. Since revenues are expressed in U.S. dol-
lars and because the dollar is the more stable currency, base all breakeven 
point calculations in dollars.) Any assumptions made in your calculations 
should be noted. 

The overall breakeven point in units, given estimated fixed costs (FC) per month of $236,538, at the specified 
production/sales mix, is 43,371 units per month (i.e., $236,538 ÷ $5.4538): 

Breakeven ($) = FC ÷ weighted-average contribution margin per unit 

SAGE
© 2012 IMA Educational Case Journal. All rights reserved.

SAGE Business Cases

Page 19 of 51
SEWMEX: Short-Term Profit Planning in an International Setting



PREVIEW

Breakeven ($) = $236,538/month ÷ $5.4538/unit 

Breakeven ($) = 43,371 units per month 

Sources: FC per month comes from Table TN-2; weighted average contribution margin per unit ($5.4538) 
comes from the answer to Question 3(a) above. Note that the solution (43,371 units per month) is consistent 
with the breakeven point depicted in the profit-volume graph presented above. 

Finally, from Table TN-3 we see that, at the current production/sales mix, the SAMs per unit = 2,500,000 
SAMs/month ÷ 56,222 units/month = 44.4666/unit. At breakeven, this translates to total SAMs of 1,928,555 
per month (i.e., 44.4666 SAMs/unit × 43,371 units/month). 

Table TN-3 : Planned Revenues (based on projected sales demand/mix) 

Product 
Line 

SAMs Base Line 
for Monthly Bud-
geted Costs (in 
minutes) 

Average 
SAMs Val-
ue per Unit 
of Product 

Planned 
Units 

Average 
Sales 
Price per 
Unit 
(USD) 

Planned Revenue 
(Planned Units 
x Average 
Sales Price per 
Unit) 

Sales Mix %s 
(based on 
relative sales 
dollars 

Pants 1,200,000 50 24,000 $7.00 $168,000 0.432376785 

Shirts 1,000,000 40 25,000 $6.00 $150,000 0.386050701 

Jackets 200,000 90 2,222 $25.00 $55,550 0.142967443 

Other 100,000 20 5,000 $3.00 $15,000 0.038605070 

TOTAL 2,500,000 56,222 

TOTAL $388,550 1.000000000 

1. Estimated selling prices per unit are from case Table 1. 

2. Planned production level (measured in SAMs), for each product line, as well as SAM per unit of product 
(measured in minutes) are from case Table 2. 
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4b. Based on a weighted-average contribution margin ratio, which reflects the 
current production/sales plan, what is the breakeven point in dollars for the 
SEWMEX factory as a whole? Show calculations. 

The overall breakeven point, given estimated fixed costs per month (FC) of $236,538, at the specified pro-
duction/sales mix, is $299,736 (i.e., $236,538 ÷ 0.789155): 

Breakeven ($) = FC ÷ weighted-average contribution margin ratio 

Breakeven ($) = $236,538/month ÷ 0.789154549 

Breakeven ($) = $299,736 

Sources: FC per month comes from Table TN-1; the weighted average contribution margin ratio comes from 
the answer to Question 3(a) above. 

4c. Use the Solver routine in Excel to solve for the overall breakeven point (in 
total units of product per month, X), given the current production/sales plan 
(case Table 2). 

Step One: Reproduce Table TN-3 (partial) 
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Step Two: Set Up Model (define Pre-tax Income, πB) 

Step Three: Set up Solver Model (with “target cell” and cell to be changed) 
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Step Four: Set up Solver Routine (Data → Analysis → Solver) 

Step Five: Run Solver (“Solve” button)--Solution Appears as Follows 
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4d. Based on the production/sales mix reflected in case Table 2, derive prod-

uct-line breakeven points (in units per month and in dollars per month).10 

Table TN-4 illustrates the allocation of the overall breakeven volume to individual product lines, both in terms 
of sales dollars and in terms of physical units. 

Notes: The allocation of overall (i.e., plant-wide) breakeven dollars to individual product lines is accomplished 
using sales-mix percentages based on relative sales dollars, not physical units. As noted in Table TN-4, these 
percentages are taken from the last column of Table TN-3. That is, to allocate overall breakeven sales dollars 
to the individual products, we need to know, at the stated mix, what percentage of revenue dollars comes 
from pants, what percentage comes from shirts, etc. Alternatively, to perform the allocation we need to know 
the assumed sales mix based on relative sales dollars, not physical units. 

Table TN-4 : Breakeven Figures, in Dollars and Units, By Product Line 

Breakdown of plant-wide breakeven sales dollars, by product line (based on sales mix %s taken from last 
column, Table TN-3): 

Product 
Line 

Sales Mix % Allocation of B/E Dollars 
sp/
unit 

B/E 
Units 

Pants 0.4323768 $129,599 $7.00 18,514 
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Shirts 0.3860507 $115,713 $6.00 19,286 

Jackets 0.1429674 $42,852 $25.00 1,714 

Other 0.0386051 $11,571 $3.00 3,857 

Total = 1.0000000 $299,736 43,371 

Note that in the last column in the preceding table we used an indirect method to determine the number of 
total units and number of units of each product needed to break even. We now calculate these directly, by 
first calculating the weighted-average contribution margin per unit of $5.4538, as follows: 

TR = $388,550 (Table TN-3) 

VC = $81,924 (Table TN-2) 

CM = $306,626 

Therefore, the weighted-average contribution margin per unit = $306,626 – 56,222 units (Table TN-3) = 
$5.4538/unit. 

Breakeven (in units) = FC – $5.4538/unit = 43,371 units(all products combined) 

Breakdown of breakeven sales, in units, by product line (note: these are calculated directly; for indirect cal-
culation, see above): 

Product 
Line 

Table TN-3 Planned Sales (in 
units) 

Sales Mix % (based on physical 
units) 

Allocation of B/
E Units 

Pants 24,000 0.426879158 18,514 
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Shirts 25,000 0.444665789 19,286 

Jackets 2,222 0.039521895 1,714 

Other 5.000 0.088933158 3,857 

Total = 56,222 1.000000 43,371 

On the other hand, the allocation of overall (i.e., plant-wide) breakeven units per month to the individual prod-
uct lines is accomplished using sales-mix percentages based on physical units, not dollars. Total units and a 
breakdown by product line are given in Table TN-3. As noted at the bottom of Table TN-4, this information is 
used to calculate sales mix based on relative physical units (not relative sales dollars, as was done above). 
In turn, this information allows us to breakdown overall breakeven units by product line. 

5. Efficiency-Related Issues. 

5a. Based on the data provided in the case (e.g., Table 2), what is the approxi-
mate level of planned plant efficiency (i.e., total SAM output planned per 
month, relative to total minutes of all assembly labor in the SEWMEX plant)? 

Planned efficiency levels can be estimated by the ratio of planned production (in minutes) to the total amount 
of minutes available to produce each month. In the planning meeting, it was agreed to standardize the calcu-
lations assuming 500 minutes available each day and a 20-day work month. The current plan is to use 400 
operators to produce the planned level of production (reflected in Table TN-3). Therefore, minutes available 
each month are 4,000,000 (i.e., 500 minutes/day × 20 days/month/operator × 400 operators). Put another 
way, if the 400 operators were producing at 100% efficiency, the plant would produce 4,000,000 SAMs. Since 
planned production level is at 2,500,000 minutes (see case Table 2 and/or Table TN-3), planned efficiency for 
the plant currently stands at 62.5% (i.e., 2,500,000 ÷ 4,000,000), given the number of operators (400) cur-
rently employed at SEWMEX as assembly labor. 

It is important for the student to understand that SAMs are essentially a surrogate for output (good units pro-
duced). Hence, productivity at SEWMEX is not measured in units, but in terms of the number of SAMs actual-
ly produced relative to total potential SAMs that could have been produced for the month. It is this relationship 
that defines the notion of “labor efficiency” in the SEWMEX case. Due to the wide variety of products, some 
complicated (with high SAMs values) and some simple (with low SAMs values), it is more logical to view pro-
ductivity through SAMs. Perhaps the concept can be tied to volume drivers discussed in traditional costing 
approaches to the allocation of overhead using a single, volume-based driver. 

The case does not provide information concerning how many sewers the current SEWMEX factory building 

SAGE
© 2012 IMA Educational Case Journal. All rights reserved.

SAGE Business Cases

Page 26 of 51
SEWMEX: Short-Term Profit Planning in an International Setting



PREVIEW

will accommodate. Capacity in its simplest terms would be dependent upon building size and the number of 
sewers that might be accommodated, as well as other factors such as the use of automated equipment. In the 
actual company, the manufacturing facility has been expanded over the years in order to accommodate more 
sewers and to increase capacity. The case deals with labor productivity as measured by SAMs produced ver-
sus time worked, however. The current level of planned production (in this case, 2,500,000 SAMs) is below 
the theoretical capacity of the current level of sewers. Because production is planned based on customer de-
mand (in this case from SEW) and requested delivery dates, the production planning department must use 
an assumed level of assembly labor efficiency. Based on assumed labor efficiency, the planning department 
is then able to determine whether and where additional sewers are needed. 

While not an explicit part of the case, instructors might want to be prepared for questions concerning differing 
production-order sizes. That is, large production runs of the same style product (e.g., pants) reduce some 
overhead costs. Set-up costs, for example, can be minimized with large production orders. If the mix of order 
size changes, CVP relationships will also change. This discussion pertaining to non-volume-related drivers of 
manufacturing overhead costs will, however, resonate well with students only if they have previously covered 
and understood basic concepts of activity-based costing (ABC). 

5b. Based on the current production/sales mix, what overall (or average) effi-
ciency level at SEWMEX is required to break even on a monthly basis? 

Table TN-5, Part A, illustrates this calculation. Once a breakeven volume for each product line has been de-
termined, SAMs at the breakeven point can be determined by multiplying average SAMs for each product 
type by the breakeven units. Simply dividing the breakeven SAMs by SAMs available at 100% efficiency pro-
vides the level of efficiency needed to break even, viz., 48.2% (rounded). 

Table TN-5: Part A : Calculation of Pre-Tax Income for SEWMEX as Efficiency Changes 

Part A: Level of Plant Efficiency Needed to Breakeven at SEWMEX 

Product 
Line 

Breakeven Units (Table 
TN-4) 

Average SAM per Unit (Table 
TN-3) 

Total SAMs at 
Breakeven 

Pants 18,514 50 925,700 

Shirts 19,286 40 771,440 

Jackets 1,714 90 154,260 
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Other 3,875 20 77,140 

43,371 1,928,540 

Total Available SAMs per Month_ 4,000,000 

Plant Efficiency @ Breakeven 0.482135 

As indicated in the solution to Question 4(a), usage of available capacity (i.e., SAMs) at breakeven can also 
be found by multiplying breakeven units (43,371) by the weighted-average SAM per unit at the current sales 
mix, 44.46666. The resulting product, 1,928,555, differs from the amount presented in the above table be-
cause of minor rounding. 

5c. Prepare a table indicating the pre-tax income, πB, that would result from 
changes in efficiency (as defined above in (a)) over the range 50% efficiency 
to 100% efficiency, in increments of 10%. Assume for purposes of this ques-
tion that demand changes are the cause of monthly production changes and 
that SEW will continue to purchase all of SEWMEX’s production. Assume, too, 
that the total number of assembly workers at the plant is unchanged. 

Table TN-5, Part B, has the results of efficiencies at the levels requested as well as the planned level and 
the breakeven level of output. The purpose of this question is to provide students with insight concerning the 
effects of changes in labor productivity on pre-tax income for SEWMEX. It is clear that by producing more 
output (measured in terms of SAMs) with the same amount of direct labor resources, throughput will be in-
creased, causing revenues to increase and leveraging the effects to pre-tax income. In fact, this exercise 
reinforces the point that companies with a high degree of operating leverage (i.e., relatively high fixed costs 
in the cost structure of the company) work very hard to increase sales volume, particularly from volume levels 
at or around the breakeven point. In this situation, even small percentage changes in volume would translate 
to relatively large percentage changes in pre-tax income. 

Table TN-5: Part B : Calculation of Pre-Tax Income for SEWMEX as Efficiency Changes 

Part B: Sensitivity Analysis-Effect of Efficiency Changes on Pre-Tax Income nR) of SEWMEX 

Alternative Efficiencies 
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48.21% 50% 60% 62.50% 70% 80% 90% 100% 

SAMs Pro-
duced 

1,928,555 2,000,000 2,400,000 2,500,000 2,800,000 3,200,000 3,600,000 4,000,000 

Avg. Rev-
enue/SAM* 

0.15542 0.15542 0.15542 0.15542 0.15542 0.15542 0.15542 0.15542 

Planned 
Revenue 

$299,736 $310,840 $373,008 $388,550 $435,176 $497,344 $559,512 $621,680 

C/M Ratio** 0.789154549 0.789154549 0.789154549 0.789154549 0.789154549 0.789154549 0.789154549 0.789154549 

Contribution 
Margin 

$236,538 $245,301 $294,361 $306,626 $343,421 $392,481 $441,541 $490,602 

Fixed Cost/
Month*** 

($236,538) ($236,538) ($236,538) ($236,538) ($236,538) ($236,538) ($236,538) ($236,538) 

Pre-tax In-
come, n, 

$0 $8,763 $57,823 $70,088 $106,883 $155,943 $205,003 $254,064 

*Weighted-average revenue per SAM produced ($0.15542) is calculated from planned revenue at the current 
sales mix ($388,550, Table TN-3) at current production level (2,500,000 SAMs, case Table 2). Efficiency rates 
are determined by comparing planned production level (expressed in SAMs) to 4,000,000 SAMs available at 
100% efficiency. (Given: Each operator can produce 500 SAMs per day x 400 operators x 20 work-days a 
month (on average) = 4,000,000 SAMS per month.) 

**See answer 4b. 

***Table TN-2 

Table TN-5 (continued): A graphical representation of the above results is pre-
sented below 
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PREVIEWIn the case of SEWMEX, direct labor is considered a short-term fixed cost, which contributes to the high op-
erating leverage. This, in turn (because labor is a significant portion of total cost), results in relatively high 
contribution margin ratios. In such a case, changes in pre-tax income are sensitive to changes in volume: in 
many such cases even a small percentage change in volume translates to significant percentage changes 
in profit. Even in the traditional case where direct labor is considered variable, however, students should see 
that increasing throughput while holding labor costs constant will have beneficial effects on short-term pre-tax 
income. 

5d. Assuming labor costs per hour and in total are held constant, what would 
cause plant efficiency at SEWMEX to change? That is, from the table you pre-
pared in response to part (c) above, what inferences can you draw concerning 
efficiency changes for SEWMEX? 

The comments offered above are pertinent as well to this question. The instructor may wish to include com-
ments at this time concerning lean manufacturing and the effects of efficiency improvements on the bottom 
line. That is, lean manufacturing concepts focus on decreasing waste and increasing efficiency, or productiv-
ity. As productivity increases, throughput, output, and revenues will increase (within limits) without increasing 
total labor costs. Since more is produced with the same resources, productivity increases. The effects of pro-
ductivity increases on the bottom line are illustrated by the information included in Table TN-5, Part B. 

6. Summary Report: Based on the foregoing results and analyses, summarize 
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in a written report meant for the president of SEW the key points, issues, rec-
ommendations, and risks that are associated with the profit-planning exercise 
you just completed. Your report should in some sense be viewed as a consul-
tant’s report and as such should be clear, to the point, and polished. 

Individual responses will vary here. The overall intent of this question, however, is to provide an opportunity 
for students to hone their business writing skills based on a realistic profit-planning exercise they completed 
for their company. 

In terms of topical coverage, we suggest that students mention the following points: 

a. Foreign exchange rate risk exists in any situation involving cross-border commerce. Com-
panies should have a plan for either hedging that risk or accepting the risk. Because the 
level of risk is associated with macroeconomic factors, it is considered to be beyond the 
immediate control of management. (Note: This assumes that optional Questions 7 
and 8 were assigned.) 

b. Management, with the assistance of management accountants, should be prepared to 
question traditional assumptions about cost behavior. As we see in SEWMEX, labor costs 
for some purposes/decisions might be considered fixed, while for other purposes/deci-
sions those same costs can be considered variable. 

c. Labor productivity has direct links to the company’s bottom line and, unlike exchange rate 
risk, is something that management is directly responsible for. Improvements in produc-
tivity, as was demonstrated in the case, increase throughput and revenues without con-
comitant cost increases. Management accountants can add value by assisting in the 
analysis, implementation, and monitoring of ways to continuously improve operations (Six 
Sigma, process reengineering, etc.). Within most organizations, management accoun-
tants are perhaps best positioned to understand the cost-and-profit implications associat-
ed with continuous-improvement initiatives. Our experience in teaching cost accounting 
at the undergraduate level is that because of the practice of delivering text material in 
discreet chunks, students are not always able to see the interconnectedness of many of 
the topics they are learning, particularly for business topics covered outside of accounting 
courses. SEWMEX provides an effective platform for making these connections. 

d. By definition, the planning (including profit-planning) process involves the use of estima-
tions—future revenues, volume, production/sales mix, costs, etc. Therefore, a competent 
profit-planning exercise should necessarily address the uncertainty associated with the 
components of the model being built. Sensitivity analysis is but one way to directly deal 
with this uncertainty. 

e. Along with the globalization of business has come the need to be cognizant not only of 
cultural differences but of local statutes, including employment requirements. As shown 
in SEWMEX, these local requirements can help shape the strategy of the business, 
which, in turn, affects the cost structure of the organization. 

7. (Optional): Foreign Exchange Rates and Foreign Exchange Risk. 

7a. What is meant by the term “foreign exchange rate”? In general, what caus-
es foreign exchange rates to vary over time? 

SAGE
© 2012 IMA Educational Case Journal. All rights reserved.

SAGE Business Cases

Page 31 of 51
SEWMEX: Short-Term Profit Planning in an International Setting



PREVIEW

Foreign exchange rates are the conversion rates of currencies. The rate is determined by the relative demand 
for and supply of currencies, as well as other factors such as underlying economic strength of the economy 
of the issuing country, and inflation rates within the country. 

7b. Would changes in foreign exchange rates benefit or hurt companies that 
are doing business in foreign countries? 

When doing business in foreign countries, foreign exchange risk should be considered and evaluated. Fluctu-
ations in currency buying power against the USD will ultimately affect the U.S. parent company’s bottom line 
as results are translated to USD on the parent’s books, as well as affect the economic results for the foreign 
subsidiary. In the case of SEWMEX, all expenses are recognized in Mexican pesos, while revenues received 
are in USD. From the standpoint of the parent company (SEW), the inherent risk would be a weakening dollar 
against the peso, resulting in economic losses from SEWMEX due to the exchange rate; on the other hand, 
a stronger dollar would translate to lower expenses in USD terms, therefore increasing the pre-tax income of 
SEWMEX in dollar terms. The unfortunate reality is that many uncontrollable variables affect currencies, mak-
ing it extremely difficult to predict and control currency movements. The following chart (Illustration 1) shows 
the trend of the peso versus the dollar in the past five years. 

Illustration 1: USD to Peso Exchange Rate 

7c. Given the inherent uncertainty associated with exchange rates, is there a 
possibility of reducing the uncertainty? That is, what options are available for 
controlling or at least addressing this risk? What would you advise the presi-
dent of SEW to do with respect to foreign exchange risk? 
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SEWMEX may attempt to limit the foreign exchange risk by way of hedging techniques. By definition, hedging 
is the attempt to offset losses in one investment by purchasing a second investment that is expected to per-
form in an opposite way. As stated previously, a major concern faced by overseas operations is currency fluc-
tuation due to the freely floating currency exchange rates. In limiting losses attributable to these fluctuations, 
opportunities exist to hedge by purchasing dollars or pesos at the current exchange rate for future delivery, 
thereby locking in the current exchange rate and removing the risk that exchange rate changes can have on 
results. As is the case with corporate stocks, the futures of currency and derivatives allow an investor to buy 
and sell spot and forward rates. 

7d. Given that SEWMEX receives payment in U.S. dollars (USD) and pays ex-
penses in Mexican pesos, what is SEWMEX’s greatest risk with regard to the 
foreign exchange rate? 

In SEWMEX’s situation, since expenses are in pesos and the revenue in U.S. dollars, a decline in the dollar 
could cause expenses to increase in dollar terms. SEWMEX could take the risk out of adverse currency fluc-
tuations by buying pesos for the future at the current exchange rate, locking in the exchange rate for future 
transactions and removing the uncertainty and risk of exchange rate volatility. The historical trend of the peso 
is to weaken against the dollar. SEWMEX could bet on this trend continuing and take advantage of a weaken-
ing peso, which would result in fewer expenses in USD. If SEWMEX is mistaken, the result would be higher 
expenses in dollar terms. SEWMEX management will have to decide if it is going to hedge or take the risk 
of unfavorable exchange rate moves. Note that in the past year (i.e., 2011), the dollar weakened against the 
peso until August of 2011, when the dollar gained significant strength in only 6-8 weeks. 

8. (Optional): Foreign Exchange Rates—Sensitivity Analysis: If the exchange 
rate changes to 15:1, what will be the breakeven point (in USD), holding sales 
mix, productivity (i.e., total output), and selling prices constant? What would 
be the monthly breakeven point (in USD) if the exchange rate were 11:1? What 
would be the pre-tax income (loss) (in USD) at each of these two exchange 
rates, assuming plant output and sales mix are as illustrated in Table 2 and at 
selling prices depicted in case Table 1? Prepare a table that compares these 
results to those obtained under the base-case assumption (i.e., an exchange 
rate of 13:1). What general point can be made on the basis of this sensitivity 
analysis that you performed? 

The purpose of this question is to show the effects of fluctuating currency market conditions and exchange 
rates on breakeven calculations and profitability, holding sales mix, productivity (i.e., total output volume), and 
sales prices constant. See Table TN-6 for calculations. 

Table TN-6 : Calculation of Expected Pre-tax Profit (in U.S. Dollars) and Breakeven (in U.S. Dollars) at 
Alternative Exchange Rates 
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Analysis of Pre-tax Profit 

Pesos 
Expected Profit at 
13:1 Exchange Rate 

Expected Profit at 
15:1 Exchange Rate 

Expected Profit at 
11:1 Exchange Rate 

Sales (TR) $388,550* $388,550 $388,550* 

Variable Cost 
(VC) 

1,065,000 ($81,924) ($71,000) $96,818 

Contribution 
Margin (CM) 

$306,626 $317,550 $291,732 

Fixed Cost 
(CM) 

3,075,000 ($236,538) ($205,000) $279,545 

Pre-tax Profit, $70,088 $112,550 $12,187 

Breakeven Calculation – 15:1 Exchange Rate 

Sales Revenue (TR) $388,550 

Variable Cost (VC) ($71,000) cm ratio 

Contribution Margin (CM) $317,550 ÷ $388,550 = 0.82 

Fixed Cost ÷ cm ratio= Breakeven Sales ($) 
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$205,000 ÷ 0.82 = $250,000** 

Breakeven Calculation--15:1 Exchange Rate 

Sales Revenue (TR) $388,550 

Variable Cost (VC) $96,818 cm ratio 

Contribution Margin (CM) $291,732 ÷ $388,550 = 0.75 

Fixed Cost ÷ cm ratio= Breakeven Sales ($) 

$279,545 ÷ 0.75 = $372,727*** 

*From Table TN-4 

**Compare to Table TN-4 where breakeven sales = $299,415 

***Compare to Table TN-4, where breakeven sales = $29,415 

Since revenues are already expressed in USD and breakeven and profitability were calculated in dollars, ex-
change rate changes only affect expenses (i.e., these are the only income statement items translated into 
dollars). Therefore, revenues shown in Table TN-6 do not change with exchange rate variations. That is, rev-
enues are calculated as they were in Table TN-2. Expenses (which are paid in pesos) do change once con-
verted to USD equivalents, however. The result is that (as shown in Table TN-6) exchange rate increases 
have favorable effects on profitability and breakeven. Of course, exchange rate decreases will have a com-
mensurate negative impact, as also illustrated in TN-6. That is, as the peso strengthens against the dollar 
(e.g., 11:1 exchange rate versus a 13:1 exchange rate), expenses relative to the USD increase, in turn caus-
ing a decrease in profitability and simultaneously an increase in the breakeven point (as expressed in USD). 

As explained in case Question 7, currency exchange rates change over time based on relative demand and 
supply of currencies and other factors, such as underlying economic strength of the economy of the issuing 
country, inflation and growth rates within the country, economic and fiscal policies, and so forth. 

Epilogue 

As noted previously, this case is based upon an actual company. Although the facts of the case indicate 
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that the company is a subsidiary of a U.S. company, in fact the actual company (represented in the case as 
SEWMEX) is a stand-alone Mexican company that contracts with a U.S. company to manufacture law en-
forcement uniforms for distribution to federal, state, and local law enforcement agencies primarily in the U.S. 
Neither company is related from a legal ownership standpoint. The original version of the case was written in 
2008, just prior to the recession. 

The real company does in fact have the four separate product lines described in the case. The pants, shirts, 
jackets, and “other” products may be assembled into a complete set of uniforms, or may be manufactured as 
discrete products (i.e., only shirts or only pants) for law enforcement use. 

Once the recession began, sales of the U.S. company (and therefore production orders of the Mexican com-
pany) dropped significantly. For various reasons, including the Mexican labor law’s onerous provisions, the 
Mexican company did not reduce the number of employees, but also did not replace employees who left 
through natural attrition. 

With an excess of employees once the recession began, and a reduced level of production orders, production 
efficiencies declined considerably, as there were simply insufficient orders to keep all operators occupied. 
Fortunately for the Mexican company, during this period the peso devalued against the USD, which assisted 
the Mexican company in maintaining profitability, although much diminished from previous years. Because 
management believed the peso would continue its pattern of devaluation against the dollar, the company had 
never attempted to hedge the exchange rate risk. 

Toward the end of 2010, production orders began to increase, thereby enabling more productive use of the 
workforce. Unfortunately, the USD at that time began to devalue against the peso, putting pressure once 
again on profitability. The Mexican company re-initiated a number of continuous-improvement projects (in-
cluding lean manufacturing), which had been suspended due to a lack of production orders and an excess 
of personnel. Through 2010, the company was profitable; however, the dollar’s continued decline through the 
summer of 2011 created difficulties. Finally, from mid-August until the end of September 2011, the exchange 
rate moved from about 11.70 to as high as 14. Company management has never hedged their exchange rate 
exposure. Consequently, profitability returned as a result of two factors. First, a stronger USD made expenses 
in dollar terms decrease, which reduced breakeven and increased profitability. Second, increased productivity 
was a result of the implementation of various continuous improvement projects noted above. 
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Appendix A: Student Survey: SEWMEX Case 

Directions—please respond to each of the following items by CIRCLING the appropriate response. Please do 
not identify yourself on this survey form—responses should be made anonymously. We are interested in your 
honest, constructive, and anonymous feedback regarding the educational value of the SEWMEX case. 

1. The SEWMEX profit-planning case was effective in terms of illustrating the importance of cost-volume--
profit-profit (CVP) concepts t the practice of management accounting. 

(1) (2) (3) (4) (5) 

Strongly Agree Agree 
Neutral 

(i.e., neither agree nor disagree) 
Disagree Strongly Disagree 

2. Prior to coverage of the case, my knowledge of CVP concepts was very minimal. 
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(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

3. After completing the SEWMEX profit-planning case, I feel I have an increased understanding of how 
CVP analysis is used in practice. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

4. Coverage of the SEWMEX profit-planning case was an effective use of my time. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

5. The SEWMEX case did NOTincrease my knowledge and understanding of the importance of CVP con-
cepts to managers today. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

6. I would recommend the use of this case in future offerings of this course. 
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(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

7. The SEWMEX case provided an opportunity to hone my Excel skills (e.g., the use of the charting 
(graphing) function in Excel and the Solver routine in Excel): 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

8. After covering this case I am able to successfully build a profit-planning model for a multi product busi-
ness. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

9. Coverage of this case increased my understanding of the importance of sensitivity analysis in decision 
models used by management. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

10. Use of this case increased my understanding of complications associated with profit-planning for for-
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eign subsidiaries. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

11. Completion of the SEWMEX case did NOTrepresent an effective use of my time. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

12. The SEWMEX case provided me with an effective assignment for evaluating the effects of productivity 
changes on short-run operating income. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

13. The SEWMEX case provided a good opportunity for me to see how labor costs behave in a contempo-
rary manufacturing facility in an international setting. 

(1) (2) (3) (4) (5) 

Strongly 

Agree 
Agree 

Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 
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14. The SEWMEX facts are presented in a sufficiently clear fashion so that I could work without the need 
for clarifying questions. 

(1) (2) (3) (4) (5) 

Strongly Agree Agree 
Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

15. The SEWMEX case helped me to understand the effects of exchange rate changes on CVP 

(1) (2) (3) (4) (5) 

Strongly Agree Agree 
Neutral 

(i.e., neither agree nor disagree) 
Disagree 

Strongly 

Disagree 

Demographic Information 

1 Your undergraduate major: 

(1) Accounting 

(2) Finance 

(3) Other business (not accounting and not finance) 

(4) Non-business 

2. The course in which you covered the SEWMEX case is a(n): 

(1) Undergraduate course (2) MBA course (3) MACC (masters of accountancy) course 

3. Your gender: (1) male (2) female 

4. Your age: years 
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5. Student classification: (1) part-time student (2) full-time student 

Additional feedback/comments/recommendations (if any): ______________________________________ 

Thank you for your feedback! 

Appendix B: Three Solution Templates 

Case Requirement 2: Monthly Budgeted Costs, in Pesos and USD, at 
SEWMEX--Planned Production Levels (per case Table 2) (assumed exchange 
rate, Pesos: USD = 13:1) 
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*Assume these costs are fixed over the relevant range of planned production. There may be other costs that 
could be considered fixed, depending upon assumptions made. 

^ The typical additional cost to send or receive a container, customs brokerage and longshoremen fees, is 
5,000 pesos. The current level of planned production at 2,500,000 SAMs requires shipments to consist of one 
sent container and one received container per week (8 total shipments in a given month). This implies that 
product valued at 625,000 SAMs is the capacity of an export container. Assume no partial containers will be 
sent and that, for practical purposes (given the relatively immaterial amount to send or receive a container), 
this cost will remain as fixed over the entire relevant range. 
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Case Requirement 3a (Partial): Determination of Weighted-Average Contribu-
tion Margin per Unit and Weighted-Average Contribution Margin Ratio, Current 
Production/Sales Mix 
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Case Requirement 4d: Allocation of Breakeven Dollars and Units to Individual 
Product Lines (Based on Current Production/Sales Mix) 
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Appendix C: Student Tutorial on Use of the Solver Routine in Excel11 

Using the Solver Routine in Excel 

The Solver Routine is a very powerful function in Excel that allows the user to determine an optimum solution 
(e.g., minimum or maximum value) in a decision model subject to one or more constraints. In SEWMEX we 
will be building a short-term profit-planning (i.e., CVP) model. In conjunction with this case we will use Solver 
to determine the output level, X, that represents the breakeven point in terms of monthly sales (in units). 
The example below, though slightly different from SEWMEX Question 4c, illustrates the basic steps in using 
Solver. 

Installing the Solver Routine 

Solver is a program that is available as an “add in” when you install Microsoft Office or Excel. 

To ensure that this routine has been added onto the computer from which you are working, do the following: 

1. After opening Excel, go to the File Tab, then press Options. 
2. From the Excel Options window, click Add-Ins and then determine whether the Solver 

Add-in is included as an active application. If it is, you should be able to run Solver routine 
on your computer. 

3. If Solver Add-in is not listed in the Active Application Add-Ins area, click Solver Add-in 
from the Inactive Applications area. 

4. At the bottom of the Excel Options window, make sure that Excel Add-ins appears next 
to Manage. At this point, click Go. An Ad-ins window should then appear. Make sure that 
there is a check mark next to Solver Add-in. Click OK. 

5. The Solver command should now be available in the Analysis group on the Data tab. 

An Example Using Solver 

Let’s assume the following cost and revenue information for a hypothetical firm that produces a single product, 
A: 

Selling price per unit $100.00 

Variable cost per unit $45.00 

Fixed costs per month $195,000 

Further, assume that currently the monthly sales volume is 4,000 units. 

We are interested in using Solver to determine the monthly breakeven point (in units). To do this, use the 
following five steps: 
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Step #1: Data Inputs 

To calculate the breakeven point (based on units), we need three pieces of information: selling price per unit, 
variable cost per unit, and total fixed costs (for a given time period, such as a month). In the case of Product 
A, we have 

Step #2: Set up the Model (for Monthly Pre-tax Income, Product A) 

Step #3: Set up Solver Model (with “target cell” and cell to be changed) 
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Note that cell E22 is called the “target cell” for this example (this is the cell to be solved for). Test the above 
model by entering a “0” in cell E17. The resulting worksheet should look as illustrated above. The above result 
makes sense: for Product A, if X = 0, the pre-tax loss for the month would be $195,000 (the amount of unre-
covered fixed costs). 

Step #4: Set up the Solver Routine in Excel (Data → Analysis → Solver) 

1. On the Data tab, in the Analysis group, click Solver. A window labeled “Solver Parame-
ters” should then appear. 

2. In the Set Objective box, enter a cell reference (here, $E$22). Note that the target cell 
must contain a formula [here, (= E20 – E21)]. 

3. Next, in the To: area, choose “Value of,” then insert a “0” (zero) in the box to the right. 
Here, a value of zero represents the breakeven point, that is, the point of zero profit. 

4. In the By Changing Cells box, enter the reference for the cell that will change. Here, that 
cell is $E$17 (monthly sales volume, in units). 

5. For this exercise, leave the Subject to the Constraints box empty. 
6. Select the Simplex LP option 
7. Finally, hit the Solve button. 
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Step #5: Solution Appears as Follows 

After executing the above steps, your spreadsheet should look as follows: 
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In short, the breakeven point for Product A is 3545.45 units per month. At this point, the pre-tax profit would 
be $0. 

In the multiproduct case (as with SEWMEX), we use in the above formulation the weighted-average contribu-
tion margin per unit (based on an assumed sales mix). Otherwise, the process of using Solver to solve for the 
breakeven point parallels the above. 

Endnotes 

1. This latter set of topics is particularly suitable for coverage in a graduate-level accounting course, such as 
management accounting. 

2. For basic information regarding these programs see: A) http://www.jpmorgan.com/cm/ContentServ-
er?cid=1159385077946&pagename=jpmorgan%2Fts%2FTS_Content%2FGeneral&c=TS_Content 
http://www.jpmorgan.com/cm/ContentServer?cid=1159385077946&pagename=jpmor-
gan%2Fts%2FTS_Content%2FGeneral&c=TS_Content; B) http://www.kwtc.org/enews/2007%20enews/
051807/seven.html; C) Gordon, G., and T. Williams (2002). Doing Business in Mexico: A Practical Guide. New 
York: The Haworth Press. See Chapter 2. 

3. While efficiency can be measured in various ways, we focus in the SEWMEX case on labor efficiency, mea-
sured on the basis of SAMs produced by assembly workers during a given period (e.g., month) versus total 
time (minutes) worked. That is, labor efficiency is measured on the basis of a comparison of (good) outputs 
to inputs. 

4. See:http://www.imanet.org/PDFs/Public/CMA/May_2010_CMA_Content_Specification_Outline.doc. 

5. Blocher et al. (2010), p. 81, provides the following U.S.-based example that the instructor can use to rein-
force the above point. In an effort to keep valued employees when demand for its products decreases (tem-
porarily), Lincoln Electric (which produces welding and cutting parts) cross-trains its employees, thereby en-
abling these employees to perform multiple tasks for the company. This practice, which has been used suc-
cessfully for over 60 years, essentially converts to a short-term fixed cost what was traditionally viewed as a 
variable cost: direct labor. The analogy to the SEWMEX case should be obvious. 

6. We reiterate the point that Template 2 in Appendix B can be distributed (in hard-copy form or via the Excel 
file prepared by the authors of this case) to students in advance of in-class discussion of case Question 2. 
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7. Recall, too, that Question 2 provides the following guidance to students for borderline items, such as cus-
toms fees: “If you feel that the cost under consideration has a ‘mixed’ behavior (i.e., elements of both fixed 
and variable cost), make your classification decision on the basis of what you believe to be the primary cost 
behavior, variable or fixed.” 

8. We reiterate the point that Template 2 in Appendix B can be distributed (in hard-copy form or via the Excel 
file prepared by the authors of this case) to students in advance of in-class discussion of case Question 3a. 

9. It is important to point out to students that CVP models rely on estimated costs, selling prices, and volume. 
Therefore, carrying calculations out to too many decimal points offers a false sense of accuracy. In the above 
equation, we would, for example, accept a rounded value of $0.79 (or even $0.80). 

10. We reiterate the point that Template 3 in Appendix B can be distributed (in hard-copy form or via the Excel 
file prepared by the authors of this case) to students in advance of in-class discussion of case Question 4d. 

11. The instructions in this tutorial relate to Excel 2010. Alternative tutorials for the Solver routine are 
available at: http://office.microsoft.com/en-us/excel-help/define-and-solve-a-problem-by-using-solver-
HP010342416.aspx?CTT=1; http://office.microsoft.com/en-us/excel-help/video-use-the-solver-add-in-
VA101840549.aspx?CTT=3; http://www.solver.com/excel2010/solverhelp.htm. 

http://dx.doi.org/10.4135/9781526427090 
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