COST ACCOUNTING 220

TEST 1 – Chapters 1-5



Due:  Tuesday, October 9  Midnight
Email to  ckloezem@prodigy.net or ckloezem@glendale.edu
1. The Cut Stop is a small but prosperous hair cutting salon. Kathy Harvey, the manager of the salon, has been asked by several clients if she will ever offer other "hair related" services (e.g., perm, dye, etc). After careful thought, Harvey is considering expanding her offerings. However, in order to do so, she will have to hire one additional stylist at a salary of $26,000 per year. Other expenses will increase as follows: rent by 20%, supplies and utilities by 25%, and miscellaneous expenses by 10%. Her revenues from additional services are likely to be $55,000 for the next year (i.e., 2007). The Cut Stop's income statement for the most recent year is presented below.
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Required: 
(a) Based on your financial analysis, should Kathy Harvey go ahead with the expansion?
(b) What other factors must Harvey consider before making a final decision? 

2.  C & P Frosties is a local ice cream shop. The company currently is showing an operating loss, as evidenced by the income statement below:
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The President of the company is considering adding sandwiches to the menu. Sales will be expected to increase by $60,000. The cost of sandwich supplies would be $30,000. Labor costs would increase 40% and other costs 10%. The current manager will continue to manage the operation. 
Required:
(a) Prepare a quantitative analysis of the decision to add sandwiches to the menu.
(b) What qualitative considerations should the company consider in this decision? 

3. Cleary Yard Equipment Corporation manufactures lawn mowers and snow blowers. It also manufactures engines that are used by the Lawn Mower Assembly Division (LMAD). The Engine Division (ED) also sells about 40% of its output to the outside market (these are multipurpose engines). Its annual capacity is 150,000 units and annual output 135,000 units. All engines sold internally to the LMAD are priced at cost plus 20% markup. 
In January 2007, the Snow Blower Assembly Division (SBAD) approached the ED to 'buy' 20,000 engines. Diane Holinger, the controller of ED, computed the costs of manufacturing these engines as follows:
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Holinger quoted a price of $66.60 for each engine transferred to the SBAD. John Hargreaves, the manager of SBAD, was furious to note that the ED was "trying to make money off a sister division." He argued that the price must include only the cost of materials, as all other costs will be incurred irrespective of whether or not SBAD places the order for 20,000 engines. Matt Hall, the production manager of ED, pointed out that the special equipment will be purchased only for fulfilling this internal order. Moreover, he argued that inspection must also be done just like on all other engines; therefore, the inspection costs must also be included. Labor is paid a flat monthly salary. Other manufacturing costs include both variable and fixed components (in roughly equal proportion).
Required:
(a) Given that excess capacity exists, what is the minimum price that the ED must charge to the SBAD?
(b) What are the pros and cons of internal sourcing? 

4. Precision Measurement Company manufactures precision-measuring devices used by industrial companies in various capacities. The devices are produced in two stages: Assembly and Testing. The company has no beginning inventories because all units produced last year were sold by the end of the year. At the beginning of the year, the company has an order of 8,000 units. The company's predetermined overhead rate is based on materials used in assembly and direct labor hours in testing. Information concerning the predetermined overhead rates appears below: Direct labor is paid $20 per hour. 
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Required:
(a) Compute the predetermined overhead rate for each department.
(b) Calculate the total and per unit cost of producing 8,000 units.
(c) Determine the manufacturing overhead variance in each department and for the company as a whole. 

5. EBM is a large, publicly held Corporation. The company does about 80% of its work in government contracts. All contracts use a cost plus fixed fee basis; costs of jobs are agreed upon by contract. Any overruns will result in losses to the company. The company controller, Brendan Roche CPA, is discussing two current jobs with the Job Supervisor, Ashley Henry. Job 100 is currently coming in under budget, but due to construction problems, Job 102 is 20% overbudget. Roche is considering the possibility of having employees who work on Job 102 record their time to Job 101. 
Required: What are the implications of such actions? 

6. Hutchings Company manufactures and distributes two products, A and K. Overhead costs are currently allocated using the number of units produced as the allocation base. The controller has changing to an activity-based costing ABC. system. She has collected the following information: 

 [image: image5.wmf] 
Required
A. What is the overhead cost per unit under the current system?
B. What is the total overhead allocated to each product using the current system?
C. What would be the total overhead allocated to each product under ABC costing?
D. What would be the overhead cost per unit under ABC costing?
E. Explain how traditional cost systems can lead to inaccurate product information and poor management decisions. 

7. A medical equipment manufacturer produces two major products. One is a plastic disposable syringe with two parts per unit. The other is a high tech pump used for hospital procedures involving heart patients. The device has 250 parts. Both products require direct labor, which is split 50/50 between the two products. The company has identified various cost pools, including one that is material handling costs. The costs in this pool include wages and employee benefits of the workers receiving materials, inspecting materials, storing materials and moving materials to workstations, depreciation and maintenance of forklift trucks, and the cost of supplies and other related costs. Cost information related to the production process appears below:
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Required:
a) Determine the total material handling cost and cost per unit that would be assigned to Syringes and Pumps if material handling costs are allocated based on direct labor hours.
b) Determine the total material handling cost and cost per unit that would be assigned to Syringes and Pumps if material handling costs are allocated based on the number of parts using Activity-Based Costing ABC.
c) Which method of cost allocation is more appropriate? Explain your answer. 

8. Randolph Molding is a compression molding plastics company that specializes in high priced jar covers for the cosmetics industry. Because appearance is so important, customers can reject covers even for minor blemishes that do not affect the cover's function. Therefore, preventing dust and contamination in the molding process is an ongoing problem for the company. Each order requires a machine setup that can be complex. The company recently implemented some major process improvements. The value-added analysis of the compression molding process for placing good pieces in inventory appears below:
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Setup labor is paid $25 per hour. Inspection labor is paid $12 per hour and all other factory labor is paid $15
per hour.
Required:
(a) Calculate the total savings for each 1,000-order jar cover from implementing the process improvements.
(b) Compute the savings in percentage terms. 

9. Below find the results of a process value analysis for Worcester Manufacturing Company: 
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All factory labor is paid $15 per hour.
Required: Calculate the total cost savings and percentage cost savings of the process improvements. 

10. Listed below are sub activities (receiving products) related to the warehousing activities of Rocket Brothers, a local supermarket chain:
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The average wage of warehouse workers is $20 per hour. 
The work crew is 6 full time employees, each averaging 2,000 hours per year.
Required:
(a) Consider the sub activities listed above. Based on your judgment, rate each of the activities on a value-added scale from 1 to 5, with 5 being the most highly valued from an external customer's perspective.
(b) What percentage of the cost is being spent on non-value-added activities?
(c) What recommendations do you have for company management? 
