Financial and Managerial Accounting
Product and Period Costs Exercises SOLUTIONS

Below is a summary of financial and operating information for a company:
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REQUIRED:
1. Identify manufacturing overhead costs
[image: ]
2. Calculate manufacturing overhead rate
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3. Calculate inventory value
[image: ]
4. Calculate cost per unit of inventory
[image: ]
5. Prepare income statement
[image: ]
6. Calculate ending inventory (dollars and units)
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Financial and Managerial Accounting
Product and Period Costs Exercises Set 2 SOLUTIONS

Below is a summary of financial and operating information for a company:
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REQUIRED:
1. Identify manufacturing overhead costs
2. Calculate manufacturing overhead rate
3. Calculate inventory value
4. Calculate cost per unit of inventory
5. Prepare income statement
6. Calculate ending inventory (dollars and units)
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Financial and Managerial Accounting
CVP Analysis Exercises SOLUTIONS

1) Use the following information:
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To calculate:
contribution margin (PPT slide 7)
operating profit (PPT slide 7)
contribution margin ratio (PPT slide 7)
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Breakeven sales, units and $ (PPT slide 8)
[image: ]






Margin of safety (PPT slide 10)
	Target sales, units and $ (PPT slide 11)
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2) Using the information from question 1), analyze a cost structure adjustment as follows:
[image: ]
Calculate:
operating profit (PPT slide 14)
breakeven sales, units and $ (PPT slide 14)
[image: ]
Based on your analysis, do you recommend this change?
Yes; operating profit increases and breakeven decreases, both changes are favorable.

3) Using the information from question 1), analyze a proposal for an advertising campaign as follows:
[image: ]
Calculate:
operating profit (PPT slide 16)
[image: ]
Based on your analysis, do you recommend this change?
Yes; operating profit increases.
Financial and Managerial Accounting
CVP Analysis Exercises Set 2 SOLUTIONS

1) Use the following information:
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To calculate:
contribution margin (PPT slide 7)
operating profit (PPT slide 7)
contribution margin ratio (PPT slide 7)
breakeven sales, units and $ (PPT slide 8)
margin of safety (PPT slide 10)
	target sales, units and $ (PPT slide 11)
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2) Using the information from question 1), analyze a cost structure adjustment as follows:
[image: ]
Calculate:
operating profit (PPT slide 14)
breakeven sales, units and $ (PPT slide 14)
Based on your analysis, do you recommend this change?

[image: ]

I do not recommend the change; profit down and breakeven up.




3) Using the information from question 1), analyze a proposal for an advertising campaign as follows:
[image: ]
Calculate:
operating profit (PPT slide 16)
Based on your analysis, do you recommend this change?
[image: ]
I do recommend the change; profit up.


Financial and Managerial Accounting
Flexible Budgets Exercises SOLUTIONS

1) Prepare a performance report based on the following information:
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Financial and Managerial Accounting
Flexible Budgets Exercises Set 2 SOLUTIONS

1) Prepare a performance budget based on the following information:
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Financial and Managerial Accounting
Incremental Analysis Exercises SOLUTIONS

1) Should we cancel a lease agreement for equipment costing $8,000/year and increase direct labor costs from $12/unit to $14/unit if we manufacture 5,000 units/year?

[image: ]
Decision: no, because the result is an increase in costs.

2) In the following analysis, segment A shows a loss; should we drop this segment?

[image: ]
Decision: no, because the result is a decrease in net operating income.



summary solution for 2):
[image: ]


[bookmark: _GoBack]Financial and Managerial Accounting
Incremental Analysis Exercises Set 2 SOLUTIONS

1) Should we rent equipment costing $30,000/year which will reduce direct labor costs from $18/unit to $12/unit if we manufacture 5,000 units/year?

[image: ]
Decision: no, because the result does not increase our net operating income.

2) In the following analysis, segment A shows a loss; should we drop this segment?

[image: ]
Decision: yes, because the result is an increase in net operating income.
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Income Statement

Sales 56,925 $          

COGS 27,263 $          

Gross profit 29,662 $          

SGA Expense

Advertising expense 7,000 $            

Rent at headquarters 4,000 $            

CEO salary 12,500 $          

Total SGA 23,500 $          

Net income 6,162 $            
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Dollars Units

Inventory produced 30,819 $   390          

Cost of goods sold 27,263 $   345          

Ending Inventory 3,556 $     45            
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Company name: Ninety Productions, Inc.

Income statement date: October 31, 2012

Direct materials 133,750 $        Direct estimated labor hours 9,500      

Direct labor 145,000 $        Direct labor hours incurred 1,600      

Indirect labor 3,000 $             Units produced 1,170      

Indirect materials 1,125 $             Units sold 1,035      

Electricity at factory 4,875 $             Unit sales price 495 $       

Rent at factory 49,000 $          

Factory manager 82,000 $          

Advertising expense 45,500 $          

Rent at headquarters 28,000 $          

CEO salary 86,000 $          
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1 MOH costs

Indirect labor 3,000 $            

Indirect materials 1,125 $            

Electricity at factory 4,875 $            

Rent at factory 49,000 $          

Factory manager 82,000 $          

Total 140,000 $       

2rate

Total MOH costs 140,000 $       

Total estimated labor hours 9,500               

Overhead rate 14.74 $            

3inventory

Direct materials 133,750 $       

Direct labor 145,000 $       

Manufacturing overhead

Overhead rate 14.74 $    

Labor hours 1,600        23,579 $          

Total inventory value 302,329 $       

4unit cost

Total inventory value 302,329 $       

Units produced 1,170               

Cost per unit 258.40 $          

5IS

Income Statement

Sales 512,325 $        (units sold x unit sales price)

COGS 267,445 $        (units sold x cost per unit)

Gross profit 244,880 $       

SGA Expense

Advertising expense 45,500 $          

Rent at headquarters 28,000 $          

CEO salary 86,000 $          

Total SGA 159,500 $       

Net income 85,380 $          

6 Dollars Units

Inventory produced

302,329 $   

1,170      

Cost of goods sold

267,445 $   

1,035      

Ending Inventory 34,884 $   135          
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Sales price per unit 12.40 $        

Planned unit sales 24,500         

Variable costs per unit 6.15 $          

Fixed costs 112,500 $   

Target operating income 60,000 $     
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Sales price per unit 12.40 $        

Variable costs per unit 6.15 $          

Contribution margin per unit 6.25 $          

Units 24,500         

Contribution margin 153,125 $   

Fixed costs 112,500 $   

Operating profit 40,625 $     

Contribution margin per unit 6.25 $          

Sales price per unit 12.40 $        

Contribution margin ratio 50.4%
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Fixed costs 112,500 $   

Contribution margin per unit 6.25 $          

Breakeven sales, units 18,000         

Fixed costs 112,500 $   

Contribution margin ratio 50.4%

Breakeven sales, $ 223,200 $   
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Sales price per unit 12.40 $        

Units 24,500         

Total sales 303,800 $   

Breakeven sales 223,200 $   

Margin of safety 26.5%

Fixed costs 112,500 $   

Target operating income 60,000 $     

172,500 $   

Contribution margin per unit 6.25 $          

Target sales, units 27,600         

Fixed costs 112,500 $   

Target operating income 60,000 $     

172,500 $   

Contribution margin ratio 50.4%

Target sales, $ 342,240 $   
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Variable costs per unit INCREASE 0.45 $          

Fixed costs DECREASE 14,200 $     
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Sales price per unit 12.40 $        

Variable costs per unit 6.60 $          

Contribution margin per unit 5.80 $          

Units 24,500         

Contribution margin 142,100 $   

Fixed costs 98,300 $     

Operating profit 43,800 $     

Fixed costs 98,300 $     

Contribution margin per unit 5.80 $          

Breakeven sales, units 16,948         

Fixed costs 98,300 $     

Contribution margin ratio 46.8%

Breakeven sales, $ 210,159 $   
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Sales price per unit INCREASE 0.80 $          

Planned unit sales INCREASE 1,000           

Advertising costs 22,000 $     
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Sales price per unit 13.20 $        

Variable costs per unit 6.15 $          

Contribution margin per unit 7.05 $          

Units 25,500         

Contribution margin 179,775 $   

Fixed costs 134,500 $   

Operating profit 45,275 $     
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Sales price per unit 30.00 $        

Planned unit sales 12,900         

Variable costs per unit 12.70 $        

Fixed costs 145,600 $   

Target operating income 145,000 $   
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Sales price per unit 30.00 $        

Variable costs per unit 12.70 $        

Contribution margin per unit 17.30 $        

Units 12,900         

Contribution margin 223,170 $   

Fixed costs 145,600 $   

Operating profit 77,570 $     

Contribution margin per unit 17.30 $        

Sales price per unit 30.00 $        

Contribution margin ratio 57.7%

Fixed costs 145,600 $   

Contribution margin per unit 17.30 $        

Breakeven sales, units 8,416           

Fixed costs 145,600 $   

Contribution margin ratio 57.7%

Breakeven sales, $ 252,486 $   
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Sales price per unit 30.00 $        

Units 12,900         

Total sales 387,000 $   

Breakeven sales 252,486 $   

Margin of safety 34.8%

Fixed costs 145,600 $   

Target operating income 145,000 $   

290,600 $   

Contribution margin per unit 17.30 $        

Target sales, units 16,798         

Fixed costs 145,600 $   

Target operating income 145,000 $   

290,600 $   

Contribution margin ratio 57.7%

Target sales, $ 503,931 $   
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Variable costs per unit INCREASE 2.40 $          

Fixed costs DECREASE 20,000 $     
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Sales price per unit 30.00 $        

Variable costs per unit 15.10 $        

Contribution margin per unit 14.90 $        

Units 12,900         

Contribution margin 192,210 $   

Fixed costs 125,600 $   

Operating profit 66,610 $     

Fixed costs 125,600 $   

Contribution margin per unit 14.90 $        

Breakeven sales, units 8,430           

Fixed costs 125,600 $   

Contribution margin ratio 49.7%

Breakeven sales, $ 252,886 $   
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Sales price per unit INCREASE 2.50 $          

Planned unit sales INCREASE 800               

Advertising costs 45,000 $     


image24.emf
Sales price per unit 32.50 $        

Variable costs per unit 12.70 $        

Contribution margin per unit 19.80 $        

Units 13,700         

Contribution margin 271,260 $   

Fixed costs 190,600 $   

Operating profit 80,660 $     
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Budget information:

units, budget 59                      

Sales price per unit 342.00 $          

Supplies cost per unit 92.00 $            

Wages per unit 90.00 $            

Annual salaries 1,800 $            

Annual rent 3,200 $            

Units, actual 62                      

Income statement

Sales 21,300 $          

Expenses

Supplies 5,500 $            

Wages 5,250 $            

Salaries 1,700 $            

Rent 3,050 $            

Total expenses 15,500 $          

Net operating income 5,800 $            
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Planning Activity FlexibleRev/Spend

Formula Budget Variance Budget Variance Actual

Quantity sold 59                  62                  62                 

Income statement

Sales 20,178 $      1,026 $         F 21,204 $      96 $               F 21,300 $     

Expenses

Supplies 5,428 $         276 $            U 5,704 $         204 $            F 5,500 $        

Wages 5,310 $         270 $            U 5,580 $         330 $            F 5,250 $        

Salaries 1,800 $         - $             1,800 $         100 $            F 1,700 $        

Rent 3,200 $         - $             3,200 $         150 $            F 3,050 $        

Total expenses 15,738 $      546 $            U 16,284 $      784 $            F 15,500 $     

Net operating income 4,440 $         480 $            F 4,920 $         880 $            F 5,800 $        
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Budget information:

units, budget 1,240                

Sales price per unit 87.00 $            

Supplies cost per unit 22.00 $            

Wages per unit 32.00 $            

Annual salaries 22,000 $          

Annual rent 8,000 $            

Units, actual 1,210                

Income statement

Sales 112,400 $        

Expenses

Supplies 27,100 $          

Wages 37,600 $          

Salaries 23,500 $          

Rent 8,400 $            

Total expenses 96,600 $          

Net operating income 15,800 $          
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Planning Activity FlexibleRev/Spend

Formula Budget Variance Budget Variance Actual

Quantity sold 1,240            1,210            1,210           

Income statement

Sales 107,880 $    2,610 $         U 105,270 $    7,130 $         F 112,400 $   

Expenses

Supplies 27,280 $      660 $            F 26,620 $      480 $            U 27,100 $     

Wages 39,680 $      960 $            F 38,720 $      1,120 $         F 37,600 $     

Salaries 22,000 $      - $             22,000 $      1,500 $         U 23,500 $     

Rent 8,000 $         - $             8,000 $         400 $            U 8,400 $        

Total expenses 96,960 $      1,620 $         F 95,340 $      3,500 $         U 96,600 $     

Net operating income 10,920 $      990 $            U 9,930 $         5,870 $         F 15,800 $     
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Per unit Units Total Per unit Units Total Difference

Sales $60 5,000                 $300,000 $60 5,000                 $300,000 $0

Variable expenses

Direct materials $14 5,000                 $70,000 $14 5,000                 $70,000 $0

Direct labor $12 5,000                 $60,000 $14 5,000                 $70,000 $10,000

Variable overhead $2 5,000                 $10,000 $2 5,000                 $10,000 $0

Total variable expenses $140,000 $150,000 $10,000

Contribution margin $160,000 $150,000 ($10,000)

Fixed expenses

Fixed overhead $62,000 $62,000 $0

Rent on machine $8,000 $0 ($8,000)

Total fixed expenses $70,000 $62,000 ($8,000)

Net operating income $90,000 $88,000 ($2,000)

Difference

Change in direct labor $10,000

Change in rent ($8,000)

Net annual cost increase/(decrease) $2,000

Current Situation New Situation
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Division B Total With A Without A Difference

Sales 1,320,000 $            1,320,000 $            Sales 1,620,000 $     1,320,000 $     (300,000) $      

Variable expenses 840,000 $                840,000 $                Variable expenses 960,000 $         840,000 $         (120,000) $      

Contribution margin 480,000 $                480,000 $                Contribution margin 660,000 $         480,000 $         (180,000) $      

Fixed expenses Fixed expenses

Allocated factory overhead 108,000 $                108,000 $                Allocated factory overhead 108,000 $         108,000 $         - $                 

Salary of division manager 48,000 $                  48,000 $                  Salary of division manager 102,000 $         48,000 $           (54,000) $        

Depreciation 42,000 $                  42,000 $                  Depreciation 42,000 $           42,000 $           - $                 

Advertising 90,000 $                  90,000 $                  Advertising 138,000 $         90,000 $           (48,000) $        

Factory rent 54,000 $                  54,000 $                  Factory rent 96,000 $           54,000 $           (42,000) $        

Allocated administrative expense 54,000 $                  54,000 $                  Allocated administrative expense 54,000 $           54,000 $           - $                 

Total fixed expenses 396,000 $                396,000 $                Total fixed expenses 540,000 $         396,000 $         (144,000) $      

Net operating income/(loss) 84,000 $                  84,000 $                  Net operating income/(loss) 120,000 $         84,000 $           (36,000) $        
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Division A

Sales 300,000 $               

Variable expenses 120,000 $               

Contribution margin 180,000 $               

Fixed expenses

Allocated factory overhead - $                        

Salary of division manager 54,000 $                 

Depreciation - $                        

Advertising 48,000 $                 

Factory rent 42,000 $                 

Allocated administrative expense - $                        

Total fixed expenses 144,000 $               

Net operating income/(loss) 36,000 $                 
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Per unit Units Total Per unit Units Total Difference

Sales $60 5,000                 $300,000 $60 5,000                 $300,000 $0

Variable expenses

Direct materials $14 5,000                 $70,000 $14 5,000                 $70,000 $0

Direct labor $18 5,000                 $90,000 $12 5,000                 $60,000 ($30,000)

Variable overhead $2 5,000                 $10,000 $2 5,000                 $10,000 $0

Total variable expenses $170,000 $140,000 ($30,000)

Contribution margin $130,000 $160,000 $30,000

Fixed expenses

Fixed overhead $62,000 $62,000 $0

Rent on machine $0 $30,000 $30,000

Total fixed expenses $62,000 $92,000 $30,000

Net operating income $68,000 $68,000 $0

Difference

Change in direct labor ($30,000)

Change in rent $30,000

Net annual cost increase/(decrease) $0

Current Situation New Situation
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Division B Total With A Without A Difference

Sales 1,320,000 $            1,320,000 $            Sales 1,620,000 $     1,320,000 $     (300,000) $      

Variable expenses 840,000 $                840,000 $                Variable expenses 960,000 $         840,000 $         (120,000) $      

Contribution margin 480,000 $                480,000 $                Contribution margin 660,000 $         480,000 $         (180,000) $      

Fixed expenses Fixed expenses

Allocated factory overhead 108,000 $                108,000 $                Allocated factory overhead 108,000 $         108,000 $         - $                 

Salary of division manager 48,000 $                  48,000 $                  Salary of division manager 102,000 $         48,000 $           (54,000) $        

Depreciation 42,000 $                  42,000 $                  Depreciation 42,000 $           42,000 $           - $                 

Advertising 90,000 $                  90,000 $                  Advertising 188,000 $         90,000 $           (98,000) $        

Factory rent 54,000 $                  54,000 $                  Factory rent 96,000 $           54,000 $           (42,000) $        

Allocated administrative expense 54,000 $                  54,000 $                  Allocated administrative expense 54,000 $           54,000 $           - $                 

Total fixed expenses 396,000 $                396,000 $                Total fixed expenses 590,000 $         396,000 $         (194,000) $      

Net operating income/(loss) 84,000 $                  84,000 $                  Net operating income/(loss) 70,000 $           84,000 $           14,000 $          
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Company name: Twenty Productions, Inc.

Income statement date: October 31, 2013

Direct materials 11,250 $           Direct estimated labor hours 6,500      

Direct labor 15,000 $           Direct labor hours incurred 2,200      

Indirect labor 1,000 $             Units produced 390          

Indirect materials 375 $                 Units sold 345          

Electricity at factory 1,625 $             Unit sales price 165 $       

Rent at factory 3,000 $            

Factory manager 7,500 $            

Advertising expense 7,000 $            

Rent at headquarters 4,000 $            

CEO salary 12,500 $          
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Indirect labor 1,000 $            

Indirect materials 375 $                

Electricity at factory 1,625 $            

Rent at factory 3,000 $            

Factory manager 7,500 $            

Total 13,500 $          


image3.emf
Total MOH costs 13,500 $          

Total estimated labor hours 6,500               

Overhead rate 2.08 $              
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Direct materials 11,250 $          

Direct labor 15,000 $          

Manufacturing overhead

Overhead rate 2.08 $      

Labor hours 2,200        4,569 $            

Total inventory value 30,819 $          
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Total inventory value 30,819 $          

Units produced 390                   

Cost per unit 79.02 $            


