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CHAPTER I 

INTRODUCTION 

 

1.1. Background 

The increase in the number of small-medium enterprises means that the 

competition is increasing with more competitors ready to grab a part of the market 

share of snacks industry in general and cashew nuts industry in specific. In order 

to help firms to survive in the highly competitive market, firms need different 

approach/offer for the customers. One of the approaches that can be done by firms 

is by giving a competitive advantage compared to competitors of the same market. 

Competitive advantage itself refers to the ability of a company to gain economical 

benefit beyond the profit that can be obtained by competitors in the same market 

Porter (2008). By having the distinct edge, a company is expected to be able to 

rise up above competitors and grab some more part of the market share. 

House of Mente is a retail company specializing in selling processed 

cashew nuts directly to end customers, which is involved in highly competitive 

market of snacks in Surabaya. In order to win some market share, House of Mente 

needs to improve its competitive advantage, therefore House of Mente’s will be 

focusing on its ability to optimize competitive advantage especially by 

minimizing cost. Minimizing cost is chosen as one of the influential factor of 

competitive advantage. One of the ways to minimize cost is to reduce the 
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production cost of the company. As comparison, cashew nuts from House of 

Mente is sold for Rp 5,000/30gr with up to 40% profit margin, while using the 

same measurement, competitor like Hong, RoastCast, and non-branded products 

are priced Rp 3,156; Rp 4,800; and Rp 3,600 (internal data, processed) 

respectively but mostly with aluminum foil packaging instead of plastic 

packaging. Lowering production cost in this case can then be used as substitute as 

an offering to the better packaging from competitors. Production cost, in this case, 

can be compared from one factor to another and further processed to determine 

the most beneficial option that can give the most benefit to the company. This 

process of comparing production cost can be done by using relevant-cost method 

during the analysis. For the research, relevant-cost comparison will be performed 

to two main materials in production process: the cashew nuts and the packaging. 

Comparison of the cashew nut will be emphasized on the difference of production 

cost between self-production of cashew nuts and supplier-dependent source while 

comparison of packaging will be done by comparing three suppliers: the current 

supplier of packaging, one supplier from the same area as the current supplier in 

Surabaya, and from another supplier from outside Surabaya. The research will be 

further enriched by applying weighted result of the cost calculation as well as 

observation result of the finished products obtained from each and every source of 

cashew nuts and packaging suppliers.  

House of Mente produce cashew nut snack as the main products. The 

production process begin when cashew nuts, along with its three flavors, and 

packaging are purchased from suppliers around Surabaya, this ingredients are in 
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the final-processed form, and will be packed in House of Mente, after being 

packed, the snacks will be distributed to resellers and end users around Surabaya. 

House of Mente is currently relying on a few suppliers to help maintain its 

operational process and is expected to be able to minimize cost of outsourcing 

from the suppliers. These suppliers, especially for cashew nut products, were 

chosen based on several conditions such as the taste of cashew nuts, the service 

time, and the availability of the products. The drawbacks of the dependence on 

suppliers are (1) Company’s existence is at risk if the supplier stop producing 

goods or changing their recipe (2) Company is prone to delay in operation if the 

supplier is halting the production or lacking the supplies. 

In the other hand, supplier might be able to reduce company’s production 

cost as they are producing the goods in significantly greater number and in 

cheaper cost of goods. Taking from supplier can also help to reduce labor cost as 

well as to reduce production cycle time. Not only for cashew nut suppliers, House 

of Mente is also considering the options of ordering some packaging from various 

suppliers, inside and outside Surabaya. Suppliers from Surabaya might be more 

expensive in production price per packaging but is cheaper in transportation cost, 

in the other hand suppliers from outside Surabaya can produce the packaging in 

cheaper price but with higher transportation cost as the compensation. 

The questions for House of Mente are, whether the company should 

produce cashew nuts snack on its own or to depend on suppliers for the supply of 

the products? And which supplier should be contracted in providing the right 

packaging for the company? What kind of calculation could be used to determine 
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the best action to take? What benefit could be obtained by the company if certain 

option is taken? How much will the company obtained from an option compared 

to the other options? What are the tactical decisions that need to be done? House 

of Mente is needing the answers regarding to this questions. 

Based on the background as well as some of the unanswered questions 

from within the company, the research is prepared. The research will be mainly 

based on relevant cost concept, which is chosen due to its importance in guiding 

executives towards the right decision (Pachori and Saxena, 2012). The research 

paper is intended to give a better coverage of the decisions that could be made by 

House of Mente along with the benefit of each decision towards the company.  

The research paper will also help House of Mente in determining whether the 

company needs to produce cashew nuts snack on its own or to obtain the snacks 

from suppliers as well as the best supplier that could be taken to support the 

company demand under the lowest possible cost. From all the reasons above, the 

preparation of this research paper is indeed necessary for House of Mente’s record 

and evaluation. 

1.2. Problem Formulation 

Based on the research background, the intended problem formulation for 

this research can be formulated as: 

1. How can relevant cost be used in taking tactical decision of House of 

Mente in order to optimize its competitive advantage? 
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2. Which tactical decision of to do self-production or to buy from suppliers 

should be taken by House of Mente? 

 

1.3. Purpose of Research 

The purpose which is intended to be achieved from the research are:  

1. To explore and explain the use of Relevant Cost Analysis in taking tactical 

decision of House of Mente in order to optimize competitive advantage 

2. To determine the best tactical decision that could be taken by House of 

Mente using relevant cost as consideration 

 

1.4. Benefit of Research 

The research conducted to House of Mente is expected to provide benefit as 

follows: 

1. For scholars, the research is expected to provide empirical evidence about 

tactical decision-making process using relevant cost analysis. 

2. For House of Mente, the research is expected to give insights on the best 

tactical decision option available for the company especially seen from the 

relevant cost analysis as well as the benefits of the decision made. 

For researchers, the research is expected to provide a better understanding of how 

to make the best tactical decision using relevant cost analysis. 
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1.5. Scope of Research 

The scopes of the research are limited to: 

1. Time limitation 

Research is limited by the list of suppliers in cooperation or in the database 

of House of Mente during the period of January 2012 to August 2013, as 

well as the price of goods and services under the same period.  

2. Place limitation  

Research is limited to Surabaya where House of Mente is located, as well 

as Solo, Central Java where suppliers are expected to offer the more 

benefits to the company. 

3. Tactical Decision 

Tactical decision will be separated into two including self-producing and 

buying from supplier for cashew nuts, and buying from a selection of 

suppliers for cashew nuts packaging. Buying from suppliers is the term for 

buying goods that are fully processed (fried and flavored for cashew nuts, 

printed and cut for plastic packaging), self-producing is in the form of 

processing from raw material to finished goods (raw cashew nuts to fried 

and flavored cashew nuts). 

 

 
  




