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Pleasant Valley Company makes two ceramic products., vases (V) and bowls (B). Each vase
requires two pounds of material and three hours of labor. Each bowl requires two pounds of
material and one hour of labor. During the next production week. there will be 100 pounds of
material and 60 hours of labor available to make vases and bowls. Each pound of material
costs $4 and each hour of labor costs $10. All factory overhead is fixed: it is estimated to be
$200 for this production process for a week. Pleasant Valley sells vases for $50 each and
bowls for $35 each. The objective function for Pleasant Valley would be:

maximize Z =350V + $35B

maximize Z =$12V + $17B

minimize Z =338V + $18B

maximize Z=%12V + $17B = $200

some function other than those given above

monwp»

All of the following are distinctions that usually exist between traditional and ABC costing
systems. except that:

A. the number of overhead cost pools tends to be higher in ABC systems

B. the number of allocation bases tend to be higher in ABC systems

C. costs within an ABC cost pool tend to be more homogeneous than the costs within a
traditional system's cost pool

D. all ABC systems are one-stage costing systems. while traditional systems may be one- or
two-stage

E. all of the above are distinctions

An analysis of Ragan, Inc.’s operating income for the last two years showed the following:

Operating income for 2005 $600.000
Add growth component 15.000
Add price-recovery component 100.000
Deduct productivity component - (8.000)
Operating income for 2006 $707.000

This gain in operating income is consistent with a:

A. downsizing strategy

reengineering strategy

AE5ggg]

B
C. product differentiation strategy L
D. cost leadership strategy

is the fundamental rethinking and redesign of business processes to achieve
improvements in critical measures of performance such as cost, quality, service, speed, and
customer satisfaction.
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Strategy
Customer perspective
Learning and growth perspective
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Reengineering

S. The Glass Shop. a manufacturer of large windows. is experiencing a bottleneck in its plant. Setup
time at one of its workstations has been identified as the culprit. A manager has proposed a plan
to reduce setup time at a cost of $72,000. The change will result in 8.000 additional windows.
The selling price per window is $18, direct labor costs are $3 per window. and the cost of direct
materials is $5 per window. Assume all units produced can be sold. The change will result in an
increase in the throughput contribution of:

A. $104.000
B. $80.000
C. $32.000
D. $8.000
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1. Maxwell Company has an opportunity to acquire a new machine to replace one of its present
machines. The new machine would cost $90.000. have a 3-year life. and no estimated salvage
value. Variable operating costs would be $100.000 per year. The present machine has a book
value of $50,000 and a remaining life of 5 years. Its disposal value now is $5.000. but it would
be zero after 5 years. Variable operating costs would be $125.000 per year. Ignore income
taxes. Considering the 5 years in total, what would be the difference in profit before income
taxes by acquiring the new machine as opposed to retaining the present one?

2. Sue Me Manufacturing is considering producing a new product. Sue Me Manufacturing
expects to sell 2,000 units over the product’s expected 4-year life. Variable production costs and
variable selling costs are estimated at $42 and $16 per unit, respectively. Annual fixed
production and fixed selling costs are estimated at $15,000 ahd‘$5,000, respectively. Research
and development costs are estimated at $184,000. If the product sells for $200 per unit, the
expected profit over the entire product life cycleis

3. Jeffrey Co. manufactures Products A and B from a joint prbcess. Market value at split-off was
$700.000 for 10.000 units of A, and $300,000 for 15,000 units of B. Using the market value at
split-off approach, joint costs properly allocated to A were $140,000. Total joint costs
were .
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4. Willis, Inc. instituted a new pfocess in October. During October. 10.000 units were started in
Department A. Of the units started. 1.000 were lost in the process due to normal production
shrinkage, 7.000 were transferred to Department B. and 2.000 remained in work in process at
October 31. The work in process at October 31 was 100% complete as to materials costs and
50% complete as to conversion costs. Materials costs of $27,000 and conversion costs of
$40,000 were charged to Department A in October. What were the total costs transferred to
Department B?

5. The following data relate to the Happy Division of Euphoria, Inc.:

Sales R e e e e e ... $10,000,000
VariableiCOStS .. uiisicstimrtomsisssorssrssismasrasesasoriens 3.000.000
IDirect fixed COStS .....ocotcvousasisrmsesoasmnses Soselotes et LB 5.000.000
Invested eapifale b o 2.000.000
Capitalicharge ... ol tennton i s i 12%

The divisional residual income is

6. Assume the following cost information for Janice Company:

Selling price per unit $144

Variable costs per unit $80 2

Total fixed costs $80.000 41“’%‘%‘5&5—‘1]
Tax rate 40%

If fixed costs increased by 10% and management wanted to maintain the original break-even
point. then the selling price per unit would have to be increased to

7. The Webb Company's new process will be carried out in one department. The production process
has an expected learning curve of 80%. The costs subject to the learning effect for the first batch
produced by the process were $10,000. Using the simplest form of the learning function, the
cumulative average cost after the sixteenth batch is

8. A company is considering the purchase of some equipment that in the second year of operation
should cause an increase in sales of $150,000, an increase in cash expenses of $90,000, and a
depreciation deduction of $45,000. If the appropriate tax rate is 20%, the after-tax effect of this
equipment on cash flows in year twois

9. Ying Company plans to sell 200,000 units of finished product in October and anticipates a
growth rate in sales of 5% per month. The desired monihly ending inventory in units of finished
product is 80% of the next month's estimated sales. There are 160,000 finished units in the
inventory on September 30. Ying's production requirement in units.of finished product for the
three-month period ending December 31 is :
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10. Thomas Company has two service departments. Maintenance and Personnel. as well as two

production departments, Mixing and Finishing. Maintenance costs are allocated based on
square footage while personnel costs are allocated based on number of employees. The
following information has been gathered for the current year:

Maintenance _Personnel Mixing Finishing
Direct dept. costs $126.000 $84.000 $105,000  $175.000
Square footage 800 400 1.600 1.200
Number of employees 8 12 24 32

If the step-down method is used to allocate costs and the Maintenance Department is allocated
first. then the cost of the Mixing Department after allocation would be

I~ s+ B8 (FFH B FRAXFHS):(35%)
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1. Clouseau Corp. developed the following standard unit costs:
Materigls:. o8 sn il e o e B e Sl S MR e $ 6.00
B e e e S A S 4.25
Vatiable/overhead. o il b n g Lol Ll IR NS 4.80
Eixediomerhead. ..o s 1.55
Variable Marketing EXPENSES ....... il -sissnsamssmsnntaissanssonsassesosomnmiosase daseracsssossnss 1.50
Fixed adminiStrative EXPEnSES .........cceceuerureerenueeeueninncereneetesaeneeseeaesnesaessenens 4.50
Total e et e e R $ 22.60

2

The selling price is estimated at $30, and standard production is 9,000 units. Last year,
production amounted to 9,000 units, of which 1.500 units were in inventory at the end of the
vear. This year, production amounted to 7,700 units; 7,000 units were sold at standard price.
There are no work in process or materials inventories. Any over- or underapplied factory
overhead should be closed to Cost of Goods Sold.

Required: '

Compute the difference between absorption-costing operating income and variable-costing
operating income.

. Sara Company buys and resells a perishable product. A large purchase at the beginning of each

month provides a lower per unit cost and assures that Sara can purchase all the items it wishes.
However. unsold units at the end of each month are worthless and must be discarded. If an
inadequate quantity is purchased, additional units of acceptable quality are not available.

The units, which Sara sells for $3 each, are purchased at a fixed fee of $100,000 per month
plus S1 each, if at least 100,000 units are ordered and if they are ordered at the beginning of the
month. '
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The needs of Sara's customers limit the possible sales volumes to only four quantities per
month — 100,000, 125,000, 150.000, or 175.000 units. However. the total quantity needed for
a given month cannot be determined prior to the date Sara must make its purchases. The sales
managers are willing to place a probability estimate on each of the four possible sales volumes
each month. They noted that the probabilities for the four sales volumes change from month to
month because of the seasonal nature of the customers' businesses. Their probability estimates
for December, 19A, sales quantities are 25% for 100,000, 35% for 125,000, 30% for 150.000.
and 10% for 175,000.

Required: -

Prepare a payoff table showing the expected value of each of the four possible strategies of
ordering units. assuming that only the four quantities specified are ever sold and that
occurrences are random events. Identify the best strategy.

3. F Troop is experiencing difficulties constructing a fort on the Red River. Col. Storch proposes
that a PERT network be used to organize the construction activities for the fort. Each activity,
together with its immediate predecessor activity and the completion time for the activity, is

given below:

Completion
_ Time
Activity Ti'pe of Activity Predecessor Activity (in Weeks)
| Clear trees ! 0 12
2 Sort trees by size Clear trees 6
3 Strip trees into logs Clear trees 9
- Construct walls Strip trees into logs 12
5 Construct gate Strip trees into logs 3
6 Build turret Sort trees by size 6
7 Build captain's house - Strip trees into logs 8
8 Build officers' houses Construct walls 9
9 Build enlisted personnel's barracks Build officers' houses 6
10 Hold completion ceremony All others 1
Required:

Identify the critical path and show the completion time in weeks.

4. The Chemical Division of Bill Company produces lawn-care chemicals. One-third of
Chemical's output is sold to the Lawn Services Division of Bill; the remainder is sold to outside
customers. The Chemical Division's estimated sales and standard cost data for the year follow:

ARAHTPE
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Lawn Services Qutsiders

Sales........ ol R REGy e . s — e I $15.000 $40.000
Vatiable COSE. .. ..c.iviioste i isdssmmssbsiosersasdestnsststnnmmsiasssyis (10.,000) (20.000)
)b b1(TE e ) A U S R CIIE I S Pt LY, O (3.000) 6.000
GEOBS PO e inis s somelombosssms it ot oo st A $ 2,000 14,000
Gallons S0l ....ococoneomiosiominimiimtiniss s sasassiidesse .__5.000 _10.000

The Lawn Services Division has an opportunity to purchase 5,000 gallons of identical quality
from an outside supplier at a cost of $1.75 per gallon on a continuing basis. Assume that the
Chemical Division cannot sell any additional products to outside customers, that the fixed costs
cannot be reduced, and that no alternative use of facilities is available.

Required:
Should Bill allow its Lawn Services Division to purchase the chemicals from the outside
supplier? Support your answer by computing the increase or decrease in Bill Company
operating costs.

5. Blend Rite Inc. assembles and sells electric mixers. All parts are purchased and labor is paid on
the basis of $22 per mixer assembled. The cost of the parts per mixer totals $20. As the
company handles only this one product, the unit cost basis for applying factory overhead is used.
Estimated factory overhead for the coming period. based on a production of 40.000 mixers. is as

follows:
Indirect materials .........c.cccoeeveereeeennnnnee. el LIRS | $60.000
INGITECEIADOE i i s S sioseoassissiisinasne s sassnin st st r i s e ks 180,000
LiShtand DOWET «...i.. i sersissmssiesssssssslisboiamstssessianstesssssssishisstosdn sisans 45,000
Bepreciationt). .. oot b diian i B s el 35,000
O LOD B T e N ORI SIS Sy Bl el 0l L b 16.000

During the period, 42,000 mixers were assembled and actual factory overhead was $355,000.
These units were completed but not yet transferred to the finished goods storeroom.

Required:
Determine the amount of over- or underapplied factory overhead.
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