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Chapter 1

Managerial Accounting and Cost Concepts

Questions

1-1 The three major types of product costs
in a manufacturing company are direct
materials, direct labor, and manufacturing
overhead.

1-2

a. Direct materials are an integral part of a
finished product and their costs can be
conveniently traced to it.

b. Indirect materials are generally small
items of material such as glue and nails. They
may be an integral part of a finished product but
their costs can be traced to the product only at
great cost or inconvenience.

c. Direct labor consists of labor costs that
can be easily traced to particular products.
Direct labor is also called “touch labor.”

d. Indirect labor consists of the labor costs
of janitors, supervisors, materials handlers, and
other factory workers that cannot be
conveniently traced to particular products.
These labor costs are incurred to support
production, but the workers involved do not
directly work on the product.

e. Manufacturing overhead includes all
manufacturing costs except direct materials and
direct labor. Consequently, manufacturing
overhead includes indirect materials and indirect
labor as well as other manufacturing costs.

1-3 A product cost is any cost involved in
purchasing or manufacturing goods. In the case
of manufactured goods, these costs consist of
direct materials, direct labor, and manufacturing
overhead. A period cost is a cost that is taken
directly to the income statement as an expense
in the period in which it is incurred.

a. Variable cost: The variable cost per unit is
constant, but total variable cost changes in
direct proportion to changes in volume.

b. Fixed cost: The total fixed cost is constant
within the relevant range. The average fixed
cost per unit varies inversely with changes
in volume.

c. Mixed cost: A mixed cost contains both
variable and fixed cost elements.

a. Unit fixed costs decrease as the activity level
increases.

b. Unit variable costs remain constant as the
activity level increases.

c. Total fixed costs remain constant as the
activity level increases.

d. Total variable costs increase as the activity
level increases.

a. Cost behavior: Cost behavior refers to the
way in which costs change in response to
changes in a measure of activity such as
sales volume, production volume, or orders
processed.

b. Relevant range: The relevant range is the
range of activity within which assumptions
about variable and fixed cost behavior are
valid.

1-7 An activity base is a measure of
whatever causes the incurrence of a variable
cost. Examples of activity bases include units
produced, units sold, letters typed, beds in a
hospital, meals served in a cafe, service calls
made, etc.

1-8 The linear assumption is reasonably
valid providing that the cost formula is used only
within the relevant range.
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1-9  Addiscretionary fixed cost has a fairly
short planning horizon—usually a year. Such
costs arise from annual decisions by
management to spend on certain fixed cost
items, such as advertising, research, and
management development. A committed fixed
cost has a long planning horizon—generally
many years. Such costs relate to a company’s
investment in facilities, equipment, and basic
organization. Once such costs have been
incurred, they are “locked in” for many years.

1-10 Yes. As the anticipated level of activity
changes, the level of fixed costs needed to
support operations may also change. Most fixed
costs are adjusted upward and downward in
large steps, rather than being absolutely fixed at
one level for all ranges of activity.

1-11 The traditional approach organizes costs
by function, such as production, selling, and
administration. Within a functional area, fixed
and variable costs are intermingled. The
contribution approach income statement
organizes costs by behavior, first deducting
variable expenses to obtain contribution margin,
and then deducting fixed expenses to obtain net
operating income.

1-12 The contribution margin is total sales
revenue less total variable expenses.

1-13 A differential cost is a cost that differs
between alternatives in a decision. An
opportunity cost is the potential benefit that is
given up when one alternative is selected over
another. A sunk cost is a cost that has already
been incurred and cannot be altered by any
decision taken now or in the future.

1-14 No, differential costs can be either
variable or fixed. For example, the alternatives
might consist of purchasing one machine rather
than another to make a product. The difference
between the fixed costs of purchasing the two
machines is a differential cost.

Copyright 2021 © McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior
written consent of McGraw-Hill Education.

2 Managerial Accounting, 17th edition

Solutions Manual for Managerial Accounting 17th Garrison


https://textbooktestbanks.com/products/9781260247787-solutions

Chapter 1: Applying Excel

The completed worksheet is shown below.
A _ B C | b N

1 |Chapter 1: Applying Excel

2

3 |Data

4 Sales $12.,000

5 |Variable costs:

6 | Cost of goods sold $6,000

7 | Variable selling 5600

8 | Variable administrative 5400

9 |Fixed costs:

10 | Fixed selling $2.500

11| Fixed administrative $1,500

12

13 |Enter a formula into each of the cells marked with a ? below

14 [Exhibit 1-7

15 |

16 | Traditional Format Income Statement

17 Sales $ 12,000

18 |Cost of goods sold 6,000

19 |Gross margin 6,000

20 Selling and administrative expenses:

21| Selling $ 3,100

22 | Administrative 1.900 5.000

23 Net operating income $ 1.000

24

25 Contribution Format Income Statement

26 |Sales $ 12,000

27 |Variable expenses:

28 | Cost of goods sold $ 6,000

29 | Variable selling 600

30 | Variable administration 400 7,000

31 Contribution margin 5.000

32 |Fixed expenses:

33| Fixed selling 2,500

34 | Fixed administrative 1,500 4,000

35 Net operating income $ 1,000

36 -
4« » .. | Filled in Chapter 1 Form e (3 (4] | [»]
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Chapter 1: Applying Excel (continued)

The completed worksheet, with formulas displayed, is shown below.

_ A B C D |[«
Chapter 1: Applying Excel

Data
Sales 12000
Variable costs:
Cost of goods sold 6000
Variable selling 600
Variable administrative 400
\Fixed costs:
Fixed selling 2500
Fixed administrative 1500

— b -
Do @woo~NOO s WN =

—
w

\Enter a formula into each of the cells marked with a ? below
Exhibit 1-7

=k
=~

15

16 ' Traditional Format Income Statement

17 Sales =B4

18 |Cost of goods sold =B6

19 |Gross margin =C17-C18
20 Selling and administrative expenses:

21| Selling =B7+B10

22 | Administrative =B8+B11 =B21+B22
23 |Net operating income =C19-C22
24

25 |Contribution Format Income Statement

26 Sales =B4

27 |Variable expenses:

28 | Cost of goods sold =B6

29 | Variable selling =B7

30 | Variable administration =B38 =SUM(B28:B30)
31 Contribution margin =C26-C30
32 |Fixed expenses:

33| Fixed selling =B10

34 | Fixed administrative =B11 =SUM(B33:B34)
35 Net operating income =C31-C34

4« » .. | Chapter1formulas Chapter 1 Requirement ... (%) 4| »

[Note: To display formulas in cells instead of their calculated amounts,
consult Excel Help.]
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Chapter 1: Applying Excel (continued)

1. When the variable selling cost is changed to $900, the worksheet
changes as show below:

A B C D -

1 |Chapter 1: Applying Excel

2

3 Data

4 Sales $12,000

5 |Variable costs:

6 | Cost of goods sold $6,000

7 | Variable selling 5900

8 | Variable administrative 5400

9 Fixed costs:

10 | Fixed selling 52,500

11| Fixed administrative $1,500

12

13 |Enter a formula into each of the cells marked with a ? below

14 |Exhibit 1-7

15

16 ' Traditional Format Income Statement

17 Sales $ 12,000

18 |Cost of goods sold 6,000

19 |Gross margin 6,000

20 Selling and administrative expenses:

21 Selling $  3.400

22 | Administrative 1,900 5,300

23 |Net operating income $ 700

24

25 |Contribution Format Income Statement

26 Sales 5 12,000

27 |Variable expenses:

28 | Cost of goods sold $ 6,000

29 | Variable selling 900

30 | Variable administration 400 7,300

31 |Contribution margin 4,700

32 Fixed expenses:

33| Fixed selling 2,500

34 | Fixed administrative 1.500 4,000

35 Net operating income $ 700

36 | -
4« » .. | Chapter 1 Requirement 1 . @ 4 13

The gross margin is $6,000; the same as it was before. It did not
change because the variable selling expense is deducted after the gross
margin, not before it on the traditional format income statement.
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Chapter 1: Applying Excel (continued)
2. The new worksheet appears below:

A B C D |«
Chapter 1: Applying Excel

Data
Sales $13,200
Variable costs:
Cost of goods sold 56,600
Variable selling 5660
Variable administrative 5440
Fixed costs:
Fixed selling 52,500
Fixed administrative 51,500

Enter a formula info each of the cells marked with a ? below
Exhibit 1-7

Traditional Format Income Statement

Sales $ 13.200
Cost of goods sold 5,600
Gross margin 6,600
Selling and administrative expenses:
Selling b 3,160
Administrative 1,940 5,100
Met operating income 5 1,500

Contribution Format Income Statement

LS I L RS S R P L T e T e e L e e R R R e e T el Bt el Pl el R e
b il Fa b gt gttt b Ny g e e P e e el e e R e e s e R R e

Sales 5 13,200
Variable expenses:
Cost of goods sold B 6,600
Wariable selling 660
\ariable administration 440 7,700
Contribution margin 5,500
Fixed expenses:
Fixed selling 2,500
Fixed administrative 1,500 4,000
Met operating income § 1500
36 -
4 » .. | Chapter1Requirement2 | ... (¥ 4 b
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Chapter 1: Applying Excel (continued)

The variable costs increased by 10% when the sales increased by 10%,
however the fixed costs did not increase at all. By definition, total
variable cost increases in proportion to activity whereas total fixed cost
is constant. (In the real world, cost behavior may be messier.)

The contribution margin also increased by 10%, from $5,000 to $5,500,

because both of its components—sales and variable costs—increased by
10%.

The net operating income increased by more than 10%, from $1,000 to
$1,500, because even though sales and variable expenses increased by
10%, the fixed costs did not increase by 10%.
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The Foundational 15

1. Direct materialS......covvviiviiiiiiiireireirreeeeann $ 6.00
Direct [abor......c.covviviiiiii e, 3.50
Variable manufacturing overhead ................. 1.50
Variable manufacturing cost per unit ............ $11.00
Variable manufacturing cost per unit (a)....... $11.00
Number of units produced (b).....c...ccoeeennnenn. 10,000
Total variable manufacturing cost (a) x (b)... $110,000
Average fixed manufacturing overhead per
8] o 11 (o) TP $4.00
Number of units produced (d)......ccccceevuvnennn. 10,000
Total fixed manufacturing cost (c) x (d) ....... 40,000
Total product (manufacturing) cost............... $150,000

Note: The average fixed manufacturing overhead cost per unit of $4.00
is valid for only one level of activity—10,000 units produced.

2. Sales COMMISSIONS ...uvvvuvieieeiriireirrreereaeennns $1.00
Variable administrative expense ................... 0.50
Variable selling and administrative per unit ... $1.50
Variable selling and admin. per unit (a) ........ $1.50
Number of units sold (b)........ccoovvvvniiiinnnnnnnn. 10,000
Total variable selling and admin. expense
(@) X (D) e $15,000

Average fixed selling and administrative
expense per unit ($3 fixed selling + $2

fixed admin.) (C).coccvviviiriiiiiiii e, $5.00
Number of units sold (d)........cceevvviiiniennnnenn. 10,000
Total fixed selling and administrative

expense (C) X (d) .cvvvvrivriiiiiiiieiinr e, 50,000
Total period (nonmanufacturing) cost........... 65,000

Note: The average fixed selling and administrative expense per unit of
$5.00 is valid for only one level of activity—10,000 units sold.
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The Foundational 15 (continued)

3. Direct materials.........cooeviiiiiiiiiiiiie
Direct [abor.....ccccvviviiiiii
Variable manufacturing overhead .............
Sales commisSIONS.......cccovvviviiiiiiniieiieaneean,
Variable administrative expense ...............
Variable cost per unit sold............cccceu.ee.

4. Direct materialS.......cooovvviiiiniiiiiicienennn,
Direct [abor.....cc.ceveviiiiice
Variable manufacturing overhead .............
Sales COMMISSIONS.......cccvuereriereeenireneenn,
Variable administrative expense ...............
Variable cost per unit sold...........c....cce.....

5. Variable cost per unit sold (@) .........ceuuveeen
Number of units sold (b).......ccoevvevuiinnnn.e.
Total variable costs (@) X (b)....ccvuvvennnnnnnn.

6. Variable cost per unit sold () .....c...ceuv.eee.
Number of units sold (b)........ccccovevuieennnnn.
Total variable costs (a) X (b)...coevuvrvennnnnn.

7. Total fixed manufacturing cost
(see requirement 1) (2)...cccccvvvernrrrnnrennnn.
Number of units produced (b).....c............
Average fixed manufacturing cost per unit
produced (@) = (D) eevvviriiiiiiiiee,

8. Total fixed manufacturing cost
(see requirement 1) (2)...ccceevvvrrnrrrnnrennnn.
Number of units produced (b)..................
Average fixed manufacturing cost per unit
produced (a) = (b) covvevviiiiiiiiin,

9. Total fixed manufacturing cost
(see requirement 1) ....coccevviviiiiiiiinniennnn,

Copyright 2021 © McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior
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The Foundational 15 (continued)
10. Total fixed manufacturing cost

(see requirement 1) ....cccevvviiiiiienniennnennn, $40,000
11. Variable overhead per unit (2)....c...ccevvennnenn. $1.50
Number of units produced (b).......ccccevuveenn. 8,000
Total variable overhead cost (a) x (b) ......... $12,000
Total fixed overhead (see requirement 1)..... 40,000
Total manufacturing overhead cost.............. $52,000
Total manufacturing overhead cost (a)......... $52,000
Number of units produced (b)........cccoereennn. 8,000
Manufacturing overhead per unit (a) =+ (b)... $6.50
12. Variable overhead per unit (2)....c...ccevevnnnenn. $1.50
Number of units produced (b).....c....cevuvveeen. 12,500
Total variable overhead cost (a) x (b) ......... $18,750
Total fixed overhead (see requirement 1)..... 40,000
Total manufacturing overhead cost.............. $58,750
Total manufacturing overhead cost (a)......... $58,750
Number of units produced (b)........cceuvreenn. 12,500
Manufacturing overhead per unit (a) + (b)... $4.70
13. Selling price per unit.........cooveverinnienieennenn, $22.00
Variable cost per unit sold
(see requirement 4) ......ccoevevviiiinniennneeennn, 12.50
Contribution margin per unit...........ccceeevunees 9.50
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The Foundational 15 (continued)

14. Direct materials per unit........cccceevevivennnen. $6.00
Direct labor per unit ........coovvvvviiiiiiniieinenns 3.50
Direct manufacturing cost per unit .............. $9.50
Direct manufacturing cost per unit (a) $9.50
Number of units produced (b).....c..c.cevuvneenn. 11,000
Total direct manufacturing cost (a) x (b)..... $104,500
Variable overhead per unit (2).......cccoevuvnn. $1.50
Number of units produced (b)........cccovreeee. 11,000

15.

Total variable overhead cost (a) x (b) .........
Total fixed overhead (see requirement 1).....
Total indirect manufacturing cost.................

Direct materials per unit ........cc.cocviiiinnnnenn. $6.00
Direct labor per unit........cccoovivviiiiiiiineeenn, 3.50
Variable manufacturing overhead per unit.... 1.50
Incremental cost per unit produced............. $11.00

Note: Variable selling and administrative expenses are variable with

$16,500
40,000
$56,500

respect to the number of units sold, not the number of units produced.
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Exercise 1-1 (15 minutes)

Direct Indirect

Cost Cost Object Cost Cost

1. The wages of pediatric  The pediatric

nurses department X
2. Prescription drugs A particular patient X
3. Heating the hospital The pediatric

department X

4. The salary of the head The pediatric

of pediatrics department X
5. The salary of the head A particular pediatric

of pediatrics patient X
6. Hospital chaplain’s A particular patient

salary X
7. Lab tests by outside A particular patient

contractor X
8. Lab tests by outside A particular

contractor department X
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Exercise 1-2 (10 minutes)

1.

2.

The cost of a hard drive installed in a computer: direct materials.

The cost of advertising in the Puget Sound Computer User newspaper:
selling.

. The wages of employees who assemble computers from components:

direct labor.

Sales commissions paid to the company’s salespeople: selling.

. The salary of the assembly shop’s supervisor: manufacturing overhead.

The salary of the company’s accountant: administrative.

Depreciation on equipment used to test assembled computers before
release to customers: manufacturing overhead.

Rent on the facility in the industrial park: a combination of
manufacturing overhead, selling, and administrative. The rent would
most likely be prorated on the basis of the amount of space occupied by
manufacturing, selling, and administrative operations.

© The McGraw-Hill Companies, Inc., 2021. All rights reserved.
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Exercise 1-3 (15 minutes)

Product Period
Cost Cost
Depreciation on salespersons’ cars......cccceevevrennenn. X
Rent on equipment used in the factory.................. X
Lubricants used for machine maintenance ............. X
Salaries of personnel who work in the finished
go0ods WarehOUSE .......cvevuveruirrnirereeresennsenneennns X
5. Soap and paper towels used by factory workers at
the end of @ shift.....cccccvvvviiiiiiiii e,
6. Factory supervisors’ salaries.......cccovevviiiinniiiiinnnnn.
7. Heat, water, and power consumed in the factory ...
8. Materials used for boxing products for shipment
overseas (units are not normally boxed) ............. X
9. Advertising COSES ....cvviiriiiriiii e e X
10. Workers’ compensation insurance for factory
EMPIOYEES. ..ccvniiriiee e X
11. Depreciation on chairs and tables in the factory
lUNCArOOM.... i, X
12. The wages of the receptionist in the administrative
(0] 1 1[0/ X
13. Cost of leasing the corporate jet used by the
COMPANY'S €XECULIVES ...cvuvreiiinierieeres s eneenas X
14. The cost of renting rooms at a Florida resort for the
annual sales conference.........cooviviiiiiniiniiinnnns X
15. The cost of packaging the company’s product........ )

e

X X X
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Exercise 1-4 (15 minutes)

1. Cups of Coffee Served
in a Week
2,000 2,100 2,200
Fixed COSt...covvvrriiiiiieiiiireieenen, $1,200 $1,200 $1,200
Variable cost........coovviiiniiiinnniin 440 462 484
Total CoSt...uvvirnirirririirieeeree e, $1,640 $1,662 $1,684
Average cost per cup served *... $0.820 $0.791 $0.765

* Total cost + cups of coffee served in a week

2. The average cost of a cup of coffee decreases as the number of cups of
coffee served increases because the fixed cost is spread over more cups

of coffee.

© The McGraw-Hill Companies, Inc., 2021. All rights reserved.
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Exercise 1-5 (15 minutes)

Differential Sunk  Opportunity
Item Cost Cost Cost

Cost of the old X-ray machine .... X
2. The salary of the head of the

Radiology Department.............
3. The salary of the head of the

Laboratory Department ...........
4. Cost of the new color laser

PriNter...ccviiicire e, X
5. Rent on the space occupied by

Radiology ......cccoevvvviviiirniinnn,
6. The cost of maintaining the old

Maching .......coevviviii i, X
7. Benefits from a new DNA

analyzer .....ccooviiiiviiieneeen, X
8. Cost of electricity to run the X-

ray machines.........cooeevvevnnnn. X

|

Note: The costs of the salaries of the head of the Radiology Department
and Laboratory Department and the rent on the space occupied by
Radiology are neither differential costs, nor opportunity costs, nor sunk
costs. These costs do not differ between the alternatives and therefore are
irrelevant in the decision, but they are not sunk costs because they occur
in the future.
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Exercise 1-6 (15 minutes)

1. Traditional income statement

Cherokee Inc.
Traditional Income Statement

Sales ($30 per unit x 20,000 units) .....cceeevuvennnens $600,000
Cost of goods sold
($24,000 + $180,000 — $44,000)......ccvuvrernnaenn 160,000
GrOSS MArGIN .ovueeieieeireie e s e e e e e 440,000
Selling and administrative expenses:
Selling expenses
(($4 per unit x 20,000 units) + $40,000) ...... $120,000
Administrative expenses
(($2 per unit x 20,000 units) + $30,000) ...... 70,000 190,000
Net operating inCOME ......ccceiviiiiiiirre e, $250,000
2. Contribution format income statement
Cherokee Inc.
Contribution Format Income Statement
Sales ($30 per unit x 20,000 units)....c....ccuuveeen. $600,000
Variable expenses:
Cost of goods sold
($24,000 + $180,000 — $44,000) .....ccvvvreennn. $160,000
Selling expenses ($4 per unit x 20,000 units)... 80,000
Administrative expenses
($2 per unit x 20,000 UNItS) .cevuvvernreenerennnne. 40,000 280,000
Contribution margin..........cccevviiiiii e, 320,000
Fixed expenses:
Selling eXPensSes.......ccuvvveriierniieirin e eean 40,000
Administrative expenses.........cceeveviiiviiinniennnns 30,000 70,000
Net operating iNCOME ......covviiiiiriiiinir e $250,000
© The McGraw-Hill Companies, Inc., 2021. All rights reserved.
Solutions Manual, Chapter 1 17

Solutions Manual for Managerial Accounting 17th Garrison


https://textbooktestbanks.com/products/9781260247787-solutions

Exercise 1-7 (20 minutes)

1a. The total direct manufacturing cost incurred is computed as follows:

Direct materials per unit........cccoceiveviiennnens $7.00
Direct labor per unit......ccocevvvviiiinniiinennen, 4.00
Direct manufacturing cost per unit (a)........ $11.00
Number of units sold (b).......coevvrvivinniennnnn. 20,000
Total direct manufacturing cost (a) x (b).... $220,000

1b. The total indirect manufacturing cost incurred is computed as follows:

Variable manufacturing overhead per unit... $1.50
Fixed manufacturing overhead per unit....... _5.00
Indirect manufacturing cost per unit (a) ..... $6.50
Number of units sold (b).........cceevvevniiinnnnnn. 20,000
Total indirect manufacturing cost (a) x (b). $130,000

Note: The average fixed manufacturing overhead cost per unit of $5.00
is valid for only one level of activity—20,000 units produced.

2a. The total manufacturing cost that is directly traceable to the
Manufacturing Department is computed as follows:

Direct materials per unit.........cccoovevuiieennnnn. $7.00
Direct labor per unit..........ccooeviiiiiiiniiennnns 4.00
Variable manufacturing overhead per unit... 1.50
Fixed manufacturing overhead per unit....... 5.00
Total manufacturing cost per unit (a).......... $17.50
Number of units sold (b).....c....cceevvevniiiennnnn. 20,000
Total direct costs (a) X (b)..cvovvevviirniiiennnnn. $350,000

2b. None of the manufacturing costs should be treated as indirect costs
when the cost object is the Manufacturing Department.
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Exercise 1-7 (continued)

3a. The first step in calculating the total direct selling expense is to
determine the fixed portion of the sales representatives’ compensation
as follows:

Fixed selling expense per unit (a)............... $3.50
Number of units sold (b)........coeveviiiiiennnens 20,000
Total fixed selling expense (a) x (b)........... $70,000
Total fixed selling expense (a)......ccceeevurnnn. $70,000
Advertising expenditures (b) ....c....ceuueeennn.n. $50,000
Total fixed portion of the sales

representatives’ compensation (a) — (b)... $20,000

The second step is to calculate the total direct selling expense that is
traceable to individual sales representatives as follows:

Sales commissions per unit (a)......cc..ceuveeen. $1.00
Number of units sold (b)....c.c..ccevvivniieennnnn. 20,000
Total sales commission (@) X (b)....ccccceevnn.. $20,000
Fixed portion of sales representatives’

COMPENSALION......cuvvviiiiirirr e 20,000
Total direct selling expense.........ccceevvnnennn. 40,000

3b. The total indirect selling expense that cannot be traced to individual
sales representatives is $50,000. The advertising expenditures cannot
be traced to specific sales representatives.

4. No. Kubin’s administrative expenses could be direct or indirect
depending on the cost object. For example, the chief financial officer’s
salary would be an indirect cost if the cost object is units of production;
however, his salary would be a direct cost if the cost object is the
Finance Department that he oversees.
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Exercise 1-8 (20 minutes)

1. Direct materialS......covvviiviiiiiiiireirerereeeeean, $ 7.00
Direct [@bor......c.covvvviiiii i, 4.00
Variable manufacturing overhead ................. 1.50
Variable manufacturing cost per unit ............ $12.50
Variable manufacturing cost per unit (a)....... $12.50
Number of units produced (b).....c...cceeeennnene. 20,000
Total variable manufacturing cost (a) x (b)... $250,000
Average fixed manufacturing overhead per
8] 1 o () ISP $5.00
Number of units produced (d)......cccoceevunnennn. 20,000
Total fixed manufacturing cost (c) x (d) ....... 100,000
Total product CoSt .....cvvviviiiiiiiiiriniereas $350,000

Note: The average fixed manufacturing overhead cost per unit of $5.00
is valid for only one level of activity—20,000 units produced.

2. Sales COMMISSIONS .....cuvvvuiieiiiiieiiiieeee e, $1.00
Variable administrative expense ...........ccc...... 0.50
Variable selling and administrative per unit ... $1.50
Variable selling and admin. per unit (a) ........ $1.50
Number of units sold (b)........ccoevvivniiiinnnnennn. 20,000
Total variable selling and admin. expense
(@) X (D) e $30,000

Average fixed selling and administrative
expense per unit ($3.50 fixed selling +

$2.50 fixed administrative) (C)........ccvuneeen. $6.00
Number of units sold (d)........ccoeevvvniiiinnnnenn. 20,000
Total fixed selling and administrative

expense (€) X (d).ccevrviiiiiiiiiiiirenr e 120,000
Total period COSt .....cvuvviiriiieiiiier e 150,000

Note: The average fixed selling and administrative expense per unit of
$6.00 is valid for only one level of activity—20,000 units sold.

Copyright 2021 © McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior
written consent of McGraw-Hill Education.

20 Managerial Accounting, 17th edition

Solutions Manual for Managerial Accounting 17th Garrison


https://textbooktestbanks.com/products/9781260247787-solutions

Exercise 1-8 (continued)

3. Direct materials.......coceviiiiiviiiiiii e, $ 7.00
Direct 1abor......ccvvviriiiieicee e, 4.00
Variable manufacturing overhead ................. 1.50
Variable manufacturing cost per unit ............ $12.50
Variable manufacturing cost per unit (a)....... $12.50
Number of units produced (b).......ccoevvvenneenn. 22,000
Total variable manufacturing cost (a) x (b)... $275,000
Total fixed manufacturing cost (see
requirement 1) ...ccooeeiieiiiriieie e, 100,000
Total product CoSt .....cevvviviiiiiiiiiicrer e $375,000
4. Sales COMMISSIONS ...vvvverrenrrrnrenirerrnnreneennes $1.00
Variable administrative expense ................... 0.50
Variable selling and administrative per unit ... $1.50
Variable selling and admin. per unit (a) ........ $1.50
Number of units sold (b)........ccoovvvvniiiinnnnnnnn. 18,000
Total variable selling and admin. expense
(@) X (D) e $27,000
Total fixed selling and administrative
expense (see requirement 2).......ccevevueennn. 120,000
Total period COSt .....cvvvviiiiiiiiiiicre e 147,000
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Exercise 1-9 (20 minutes)

1. Direct materialS.....ccocevevriviiiiiereceaenn, $ 7.00
Direct 1abor.......cvvvviiiieiiii e 4.00
Variable manufacturing overhead ............. 1.50
Sales COMMISSIONS......cvvvrviernirernierennneeenns 1.00
Variable administrative expense ............... 0.50
Variable cost per unit sold............ccevvnveeen. $14.00

2. Direct materials.......coccvvvvieiiiiiiicceee, $ 7.00
Direct 1abor......ooveviiiiiii e 4.00
Variable manufacturing overhead ............. 1.50
Sales COmMMISSIONS.......coevuvveriereernerenneenns 1.00
Variable administrative expense ............... 0.50
Variable cost per unit sold..............c........ $14.00

3. Variable cost per unit sold () .....c...ceuveeen. $14.00
Number of units sold (b).......ccoevvevuiiennnnn. 18,000
Total variable costs (a) X (D)....covvvvniiennnnn. $252,000

4. Variable cost per unit sold () .......ccuveeeen. $14.00
Number of units sold (b)......cccccevvevniiennnens 22,000
Total variable costs (a) X (D)...c.coovvvnrennnnn. $308,000

Note: The key to answering questions 5 through 8 is to calculate the total
fixed manufacturing overhead costs as follows:

Average fixed manufacturing overhead

COSt per UNit () ...veeeeeveerirerniieennrenneeens $5.00
Number of units produced (b) ........c......... 20,000
Total fixed manufacturing overhead (a) x

(D) e $100,000

Note: The average fixed manufacturing overhead cost per unit of $5.00 is
valid for only one level of activity—20,000 units produced.

Once students understand that total fixed manufacturing overhead is
$100,000, questions 5 through 8 are answered as follows:
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Exercise 1-9 (continued)

5. The average fixed manufacturing overhead per unit is:

Total fixed manufacturing overhead (a)..... $100,000
Number of units produced (b).................. 18,000
Average fixed manufacturing cost per unit

produced (rounded) (a) + (b)....ccuvvennnee. $5.56

6. The average fixed manufacturing overhead per unit is:

Total fixed manufacturing overhead (a)..... $100,000
Number of units produced (b).................. 22,000
Average fixed manufacturing cost per unit

produced (rounded) (a) = (b)....cc......... $4.55

7. The total fixed manufacturing overhead remains unchanged at $100,000.

8. The total fixed manufacturing overhead remains unchanged at $100,000.
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Exercise 1-10 (10 minutes)

1. Direct materialS.....ccocevevriviiiiiereceaenn, $ 7.00
Direct [abor.....ccccvviviiiiiii 4.00
Variable manufacturing overhead ............. 1.50
Total incremental cost.......c..occevvviiinninnnnn. $12.50

2. Direct materials........ocovvviiiiiiiiiinee, $ 7.00
Direct [abor........coveviiiiii e 4.00
Variable manufacturing overhead ............. 1.50
Sales COMMISSIONS.......cccvuvrerieriernerenneenns 1.00
Variable administrative expense ............... 0.50
Variable cost per unit sold.................c...... $14.00

3. Because the 200 units to be sold to the new customer have already
been produced, the incremental manufacturing cost per unit is zero.
The variable manufacturing costs incurred to make these units have
already been incurred and, as such, are sunk costs.

4. Sales COMMISSION ..uuvvuveerirrererenreareaneens $1.00
Variable administrative expense ............... 0.50
Variable cost per unit sold..............ce...u.. $1.50
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Exercise 1-11 (20 minutes)

1. The company’s variable cost per unit is:

$180,000
30,000 units

The completed schedule is as follows:

=$6 per unit.

Units produced and sold
30,000 40,000 50,000

Total costs:

Variable cost............... $180,000 $240,000 $300,000

Fixed cost.....cccooevnnnnens 300,000 300,000 _300,000

Total costS.....ccvvvrennnn. $480,000 $540,000 $600,000
Cost per unit:

Variable cost............... $ 6.00 $ 6.00 $ 6.00

Fixed cost........ccoeeunnen. 10.00 /.50 6.00

Total cost per unit....... $16.00 13.50 12.00

2. The company’s contribution format income statement is:

Sales (45,000 units x $16 per unit)........ccceeveviennnens $720,000
Variable expenses (45,000 units x $6 per unit)....... 270,000
Contribution margin ........cccevvii i, 450,000
FiXed eXPeNSE....ccuiiiiiiiiiri i 300,000
Net operating iNCOME.......coviieiiriieerrree e e $150,000

Copyright 2021 © McGraw-Hill Education. All rights reserved. No reproduction or distribution without the prior
written consent of McGraw-Hill Education.

26 Managerial Accounting, 17th edition

Solutions Manual for Managerial Accounting 17th Garrison


https://textbooktestbanks.com/products/9781260247787-solutions

Exercise 1-12 (10 minutes)
1. The computations for parts 1a through 1e are as follows:
a. The cost of batteries in Raw Materials:

Beginning raw materials inventory............. 0
Plus: Battery purchases..........ccccceevevnnnnn. 8,000
Batteries available..............cccoiiiiil, 8,000
Minus: Batteries withdrawn.............c.....c.... 7,600
Ending raw materials inventory (a)............ 400
Cost per battery (D) ...oovvviiiiiiiiiiiie $80
Raw materials on April 30" (a) x (b)......... $32,000

b. The cost of batteries in Work in Process:

Beginning work in process inventory ......... 0
Plus: Batteries withdrawn for production ... 7,500
Batteries available..........c.c.cooveiiiiiiinn, 7,500
Minus: Batteries transferred to finished
goods (7,500 X 909%) ....ceevvenvriiinirnnennn. 6,750
Ending work in process inventory (a)......... 750
Cost per battery (D) ...cvvvvvvviiiiiiiieiieis $80
Work in process on April 30" (a) x (b)...... $60,000

c. The cost of batteries in Finished Goods:

Beginning finished goods inventory ........... 0
Plus: Batteries transferred in from work in
process (see requirement b) .................. 6,750
Batteries available..........ccocevvviviiiiininn, 6,750
Minus: Batteries transferred out to cost of
goods sold (6,750 x (100% — 30%))...... 4,725
Ending finished goods inventory (a) .......... 2,025
Cost per battery (D) ..uovvviviiiiiiiiiiee $80
Finished goods on April 30" (a) x (b)........ $162,000
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Exercise 1-12 (continued)

d. The cost of batteries in Cost of Goods Sold:

Number of batteries (see requirement ¢)

(=) PR 4,725
Cost per battery (D) ...ovvvviiviiiiiiiiee $80
Cost of goods sold for April (@) x (b)......... $378,000

e. The cost of batteries included in selling expense:
Number of batteries (@)......c.ccvierirnreennnn. 100
Cost per battery (D) ...ovvvveviiiiiie $80
Selling expense for April (@) X (b)....c......... $8,000

2. Raw Materials, Work in Process, and Finished Goods would appear on
the balance sheet. Cost of Goods Sold and Selling Expense would
appear on the income statement.
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Exercise 1-13 (30 minutes)

1.

True. The variable manufacturing cost per unit will remain the same
within the relevant range.

False. The total fixed manufacturing cost will remain the same within
the relevant range.

True. The total variable manufacturing cost will increase, so the total
manufacturing cost will increase too.

True. The average fixed manufacturing cost per unit will decrease as
the level of activity increases.

False. The total variable manufacturing cost will increase (rather than
decrease) as the activity level increases.

False. The variable manufacturing cost per unit will remain the same,
but the average fixed manufacturing cost per unit will decrease as the
level of activity increases.

True. The variable manufacturing cost per unit of $28 will stay
constant within the relevant range. The $28 figure is computed as
follows:

Total manufacturing cost per unit (@)........ccueen.. $70.00
Variable manufacturing cost percentage (b)........ 40%
Variable manufacturing cost per unit (a) x (b) .... $28.00

False. The total fixed manufacturing cost of $420,000 does not change
within the relevant range. The $420,000 figure is computed as follows:

Total manufacturing cost per unit (a)........ $70.00
Variable manufacturing cost per unit (b) ... 28.00
Average fixed manufacturing cost per unit

(@) = (D) e, $42.00
Number of units produced..........c...cc........ x 10,000
Total fixed manufacturing cost.................. $420,000
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Exercise 1-13 (continued)
9. True. The underlying computations are as follows:

Variable manufacturing cost per unit (see
requirement 7) (a)
Number of units produced (b)
Total variable manufacturing cost (a) x (b)
Total fixed manufacturing cost (see
requirement 8)
Total manufacturing cost

10. True. The underlying computations are as follows:

Total fixed manufacturing cost (see requirement 8)

(a)
Number of units produced (b)
Average fixed manufacturing cost per unit (a) + (b)..

$281,400

$420,000
10,050
$41.79

11. False. The total variable manufacturing cost will equal $281,400,
computed as follows:
Variable manufacturing cost per unit (see
requirement 7) (8) «.ceveeeviiiiiiriiericer e $28.00
Number of units produced (b) ......ccvovvevniiiinnnnenn. 10,050
Total variable manufacturing cost (a) x (b)......... $281,400
12. True. The underlying computations are as follows:
Variable manufacturing cost per unit (see
FEeqUIreMENt 7) ..vvevee e e e rre e r e eean $28.00
Average fixed manufacturing cost per unit (see
requirement 10).....cccceviiiiiiiieenreer e 41.79
Total manufacturing cost per unit.........cccovevvnnnees 69.79
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Exercise 1-14 (30 minutes)

Cost Classifications for:

(1) (3)
Predicting Preparing (4)
Cost (2) Financial Decision
Name of the Cost behavior Manufacturers  Statements Making

Rental revenue forgone, $30,000

PEF YEAN v.uivieieereiensensennsennennss None None None Opportunity cost
Direct materials cost, $80 per unit.. Variable Direct materials Product
Rental cost of warehouse, $500

per month .....cccceeiiviiiiiiiiciine, Fixed None Period
Rental cost of equipment, $4,000 Manufacturing

per month .....ccocvvviiiiiiieiiieceennnn, Fixed overhead Product
Direct labor cost, $60 per unit........ Variable Direct labor Product
Depreciation of the annex space, Manufacturing

$8,000 per year.........ccoeevurennnenn. Fixed overhead Product Sunk cost
Advertising cost, $50,000 per year .  Fixed None Period
Supervisor's salary, $3,500 per Manufacturing

MONth ..., Fixed overhead Product
Electricity for machines, $1.20 per Manufacturing

8 L o Variable overhead Product
Shipping cost, $9 per unit.............. Variable None Period
Return earned on investments,

$3,000 per year........cceeeeennnrennnnn. None None None Opportunity cost
© The McGraw-Hill Companies, Inc., 2021. All rights reserved.
Solutions Manual, Chapter 1 31

Solutions Manual for Managerial Accounting 17th Garrison


https://textbooktestbanks.com/products/9781260247787-solutions

Exercise 1-15 (20 minutes)
1. Traditional income statement

The Alpine House, Inc.
Traditional Income Statement

SalES i $150,000
Cost of goods sold

($30,000 + $100,000 — $40,000).....ccurrerennnsen 90,000
GrOSS MArGIN .ovuveieieei e e e e e e e 60,000

Selling and administrative expenses:
Selling expenses (($50 per unit x 200 pairs of

Skis*) + $20,000).....ccuiiirriiiiriiiirninreree e $30,000
Administrative expenses (($10 per unit x 200
pairs of skis) + $20,000) .......ccoevvvuiieinnnrennnnn. 22,000 52,000
Net operating iNnCOME ......coeviviiiiiiiini e $ 8,000

*$150,000 sales + $750 per pair of skis = 200 pairs of skis.

2. Contribution format income statement

The Alpine House, Inc.
Contribution Format Income Statement

SalES i $150,000
Variable expenses:
Cost of goods sold

($30,000 + $100,000 — $40,000) ....cevvurrennnnn. $90,000
Selling expenses
($50 per unit x 200 pairs of skiS)...........ceu.... 10,000
Administrative expenses
($10 per unit x 200 pairs of skiS)...........ceun... 2,000 102,000
Contribution Margin......ccccceeveeiiiiiieeinerie e 48,000
Fixed expenses:
Selling eXPensSes .......ccvvvveriiieriiiierin e e 20,000
Administrative expenses.......cc.ceeveviiiviiinnnennns 20,000 40,000
Net operating iNCOME ......covviiiiiiiiirir e $ 8,000
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Exercise 1-15 (continued)

3. Since 200 pairs of skis were sold and the contribution margin totaled
$48,000 for the quarter, the contribution margin per unit was $240
($48,000 + 200 pair of skis = $240 per pair of skis).
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Exercise 1-16 (10 minutes)
1. The differential cost is computed as follows:

Cost of a new model 300 () ....cvvernvreniieniieennnenn. $313,000
Cost of a new model 200 (b)....oovvvvvierniiiinnrennnnn. $275,000
Differential cost () = (D) «eevvveeiiiiiiie $38,000

2. The sunk cost is the cost of the machine purchased seven years ago for
$319,000.

3. The opportunity cost is the $374,000 that could have been earned by
pursuing the forgone option.
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Exercise 1-17 (15 minutes)

Cost Classifications for:

(2)
(1) Preparing
Predicting Cost Financial
Cost Item Behavior Statements
1. Hamburger buns at a
Wendy's restaurant ... Variable Product
2. Advertising by a dental
(0] 1[N Fixed Period
3. Apples processed and
canned by Del Monte Variable Product

4. Shipping canned
apples from a Del
Monte plant to
customers.........c..c..... Variable Period

5. Insurance on a Bausch
& Lomb factory
producing contact
|ENSES .cvvvvvviereienennn Fixed Product

6. Insurance on Nucor’s
corporate
headquarters............. Fixed Period

7. Salary of a supervisor
overseeing
production of printers
at Ricoh.....c.coevennnen. Fixed Product

8. Commissions paid to
automobile
salespersons............. Variable Period

9. Depreciation of factory
lunchroom facilities
at a General Electric
plant ..........ccoeeeennnnn. Fixed Product

10. Steering wheels
installed in Tesla
electric vehicles......... Variable Product
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Problem 1-18 (10 minutes)
1. The direct costs of the Apparel Department are as follows:

Apparel Department cost of sales—Evendale Store  $ 90,000
Apparel Department sales commission—Evendale

) (0 7,000
Apparel Department manager’s salary—Evendale

(] =TT 8,000
Total direct costs for the Apparel Department........ $105,000

2. The direct costs of the Evendale Store are as follows:

Apparel Department cost of sales—Evendale Store  $ 90,000

Store manager’s salary—Evendale Store ............... 12,000
Apparel Department sales commission—Evendale

) (0 7,000
Store utilities—Evendale Store........ccevvviviiiiinnnn. 11,000
Apparel Department manager’s salary—Evendale

) (0 8,000
Janitorial costs—Evendale Store............cceevvuiennnens 9,000
Total direct costs for the Evendale Store. ............... $137,000

3. The direct costs in the Apparel Department that are also variable with
respect to departmental sales is computed as follows:

Apparel Department cost of sales—Evendale Store $90,000
Apparel Department sales commission—Evendale

NS (0] < 7,000
Total direct costs for the Apparel Department that
are also variable CoStS.....coviiiiiiiiiiiiiii e, $97,000
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Problem 1-19 (30 minutes)

1. Contribution format income statement

Todrick Company
Contribution Format Income Statement

SAlES i $300,000
Variable expenses:

Cost of goods sold

($20,000 + $200,000 — $7,000) ...cuvevnurrennnnn. $213,000

Selling eXPeNSE.......cvviriiiiriieen e eean 15,000

Administrative expense ........cccceeveeiiiniiiinnenns 12,000 240,000
Contribution margin.........ccceveviiiiiiie e, 60,000
Fixed expenses:

Selling eXPeNnSe......ccvviviiieriiein e 30,000

Administrative expense .......c.cccceevievniieininiennnnn, 12,000 _ 42,000
Net operating inCOME ......ccceviiiiiiicee e, $ 18,000

The variable administrative expense shown above ($12,000) is computed

as follows:

SalES () veenrirniririierii e $300,000
Contribution margin (b) ....ccoevviviiiniiinnnens $60,000
Total variable costs (@) = (b) .oocvvevnieennnenn. $240,000
Total variable costs (2)....ccccccevveriieriieennnenn. $240,000
Cost of goods sold.......cccoevviiiiiiiiiiiiniinns $213,000
Variable selling expense..........cooeevveennneen. 15,000
Cost of goods sold plus variable selling

expense (D) ..ccovveviiiiiii, $228,000
Variable administrative expense (a) — (b).. $12,000
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Problem 1-19 (continued)

The fixed selling expense shown above ($30,000) is computed as follows:

Contribution margin (@) ....ccoveevvevirenirennnns $60,000
Net operating income (D) ......cccvvvviennnennnn. $18,000
Total fixed costs (@) = (b).oevvvririiiriiiennnnn. $42,000
Total fixed cOStS () covevvvevvriiririierireeneenn, $42,000
Fixed administrative expense (b).............. $12,000
Fixed selling expense (a) — (b) ...cvvvevnneennn. $30,000
2. Traditional income statement
Todrick Company
Traditional Income Statement
SAlES v $300,000
Cost of goods sold
($20,000 + $200,000 — $7,000)......cceevuireennnnnns 213,000
GrOSS MAFGIN .ievuivreiirnirreerr e e s e e e re s e s ennees 87,000

Selling and administrative expenses:
Selling expense

($15,000 + $30,000)...c.cccuuirenrrennrernrrennrenneens $45,000
Administrative expense
($12,000 + $12,000)....ccccmiiernrrernnieenerennnnns 24,000 69,000
Net operating inCOME ......cccevviiiiiiirrr e, $ 18,000

The selling price per unit is $300,000 <+ 1,000 units sold = $300.

3.
4. The variable cost per unit is $240,000 + 1,000 units sold = $240.
5. The contribution margin per unit is $300 — $240 = $60.

6.

The contribution format is more useful because it organizes costs based
on their cost behavior. The contribution format enables managers to
quickly calculate how variable costs will change in response to changes
in unit sales.
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Problem 1-20 (20 minutes)

Variable or Fixed
Direct or Indirect  with Respect to the
Direct or Indirect  Cost of Particular ~ Number of Seniors

Cost of the Meals-  Seniors Served Served by the
On-Wheels by the Meals-On- Meals-On-Wheels
Program Wheels Program Program
Item Description Direct  Indirect Direct Indirect  Variable  Fixed

a. The cost of leasing the Meals-On-Wheels van .... X X X
b. The cost of incidental supplies such as salt,

pepper, napkins, and SO ON.........ccceevvvennrieennnn. X X* X
c. The cost of gasoline consumed by the Meals-On-

Wheels van........ccccovveeviiiiiiii e, X X X
d. The rent on the facility that houses Madison

Seniors Care Center, including the Meals-On-

Wheels program........ccecceviiiiiininiiereeneneeeeeennns X X X
e. The salary of the part-time manager of the

Meals-On-Wheels program.........ccceevvrernnrennnnn. X X X
f. Depreciation on the kitchen equipment used in

the Meals-On-Wheels program...........ccceeeeeeee. X X X
g. The hourly wages of the caregiver who drives

the van and delivers the meals............cc......... X X* X
h. The costs of complying with health safety

regulations in the kitchen............ccccoovvviiennnn. X X X
i. The costs of mailing letters soliciting donations

to the Meals-On-Wheels program.................... X X X

*These costs could be direct costs of serving particular seniors.
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Problem 1-21 (45 minutes)

1. Marwick’s Pianos, Inc.
Traditional Income Statement
For the Month of August

Sales (40 pianos x $3,125 per piano)............... $125,000
Cost of goods sold

(40 pianos x $2,450 per piano).......cccceevvunnens 98,000
GrOSS MAFGIN cuuvvuireieerrres e rr e e s e s eanees 27,000

Selling and administrative expenses:
Selling expenses:

AdVertiSiNg ....ccvvieveiiiii e, $ 700
Sales salaries and commissions
[$950 + (8% x $125,000)].....ccvvvvernnrennn. 10,950
Delivery of pianos
(40 pianos x $30 per piano) ........cceeveennnn. 1,200
UtilitieS...cvue e, 350
Depreciation of sales facilities .........ccccceeun... 800
Total selling expenses ........ccovvvvevieviieennneennn, 14,000
Administrative expenses:
Executive salaries........cooviviiiiiiiiiiiiiniiiienn, 2,500
U =] [0 400
Clerical
[$1,000 + (40 pianos x $20 per piano)] ... 1,800
Depreciation of office equipment................. 300
Total administrative expenses..........cccoevueennn. 5,000
Total selling and administrative expenses.......... 19,000
Net operating inCOMe .......cccviviiviiiiiece e $ 8,000
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Problem 1-21 (continued)

2.

Marwick’s Pianos, Inc.
Contribution Format Income Statement
For the Month of August

Per
Total Piano

Sales (40 pianos x $3,125 per piano)..........c....... $125,000 $3,125
Variable expenses:

Cost of goods sold

(40 pianos x $2,450 per piano) ......cccceevuurnens 98,000 2,450

Sales commissions (8% x $125,000)............... 10,000 250

Delivery of pianos (40 pianos x $30 per piano) 1,200 30

Clerical (40 pianos x $20 per piano)................ 800 20
Total variable expenses.......cccocvevviieiniieiniieennens 110,000 2,750
Contribution Margin ........cceeveiiiviiiiines e, 15,000 $ 375
Fixed expenses:

AdVErtiSINg ..c.uovieeeiiire v 700

Sales salaries .....coovviiviiiiiiii 950

ULIHEIES e, 350

Depreciation of sales facilities.........c...coeevennnenn. 800

Executive salaries ......covvvvvviiiiiiiiiiinrireneeeens 2,500

U = [0 400

Clerical. . 1,000

Depreciation of office equipment..................... 300
Total fixed eXpenses......cccovvvieeiieriieinicnnceneeeann, 7,000
Net operating inCOME ........ccovviiiiiiiiiiiiii e, $ 8,000

Fixed costs remain constant in total but vary on a per unit basis
inversely with changes in the activity level. As the activity level
increases, for example, the fixed costs will decrease on a per unit basis.
Showing fixed costs on a per unit basis on the income statement might
mislead management into thinking that the fixed costs behave in the
same way as the variable costs. That is, management might be misled
into thinking that the per unit fixed costs would be the same regardless
of how many pianos were sold during the month. For this reason, fixed
costs generally are shown only in totals on a contribution format income
statement.
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Problem 1-22 (45 minutes)

1. The total manufacturing overhead cost is computed as follows:

Direct labor cost (2)......covvvviviriieniieriierice e eenes $15,000
Direct labor as a percentage of total conversion

COSES (D) eniriiiiiirii 30%
Total conversion cost (a) = (b) coveveveviieniiineeenn. $50,000
Total conversion Cost () ..ocvvvvrriieriierniennieneennnn, $50,000
Direct labor cost (D)....icvuvieeeiiieiiiiericrere e, $15,000
Total manufacturing overhead cost (a) — (b) ....... $35,000

2. The total direct materials cost is computed as follows:

Direct labor cost (2)......coeveriiiriiiiiiiceiier e $15,000
Direct labor as a percentage of total prime costs

(o) I 40%
Total prime cost (@) = (D) covvveviiiriiieriiieeriereea e $37,500
Total prime cost (@) ...cvvverviriiiiieier e, $37,500
Direct labor cost (D)...ccevuviieriiiiriiieriieereeeen e, $15,000
Total direct materials cost () = (D)..ccvvevnvinnnnnnnn. $22,500

3. The total amount of manufacturing cost is computed as follows:

Direct materials CoSt......coivivriiiiiiiiririree e, $22,500
Direct labor CoSt......cicviiiiiiiii e, 15,000
Manufacturing overhead cost ..........ccccvviivinninenn. 35,000
Total manufacturing Cost.........ccceeviivniiiininiennnens $72,500
4. The total variable selling and administrative cost is computed as
follows:
Total Sales (@) .ovvevvierniiiiriiieri e $120,000
Sales commission percentage (b) ......ccceevuveennnenn. 5%
Total variable selling and administrative cost (a)
b () TS $6,000
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Problem 1-22 (continued)

5. The total variable cost is computed as follows:

Direct materials CoSt......cociiiiiiiiiiiii e, $22,500
Direct [abor COSt.....cciiiiiiiiiiiiii s 15,000
SalesS COMMISSIONS.....iviiiriiirirrrri s rrareaeans 6,000
Total variable Cost .......coviiiiiiiii $43,500

6. The total fixed cost is computed as follows:

Total selling and administrative expenses

() IR $18,000
Sales commissions (D) ......cevveviiiiiiiiinnnens $6,000
Total fixed selling and administrative

expense (@) = (D).oeevieiiiiiiie $12,000
Total fixed manufacturing overhead........... 35,000
Total fixed COSt.....ovvvriiiiiiiiiii e, $47,000

7. The total contribution margin is calculated as follows:

SAlES (@) civvrnriiriieirii e $120,000
Variable costs (D) «.c.oveviiiii $43,500
Contribution margin (@) = (b) cevvvviviiviiieneeeenn, $76,500
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Problem 1-23 (30 minutes)

Note to the Instructor: There may be some exceptions to the answers below. The purpose of this
problem is to get the student to start thinking about cost behavior and cost purposes; try to avoid
lengthy discussions about how a particular cost is classified.

Manuftacturing
Variable or Selling Administrative (Product) Cost
Cost Item Fixed Cost Cost Direct Indirect
1. Property taxes, factory .......ccceeevevniiiinnniennnnn. F X
2. Boxes used for packaging detergent
produced by the company...........cceeevnnn. Vv X
3. Salespersons’ COMMISSIONS .......cvvevuveennrrennn. Vv X
4. Supervisor’s salary, factory ........ccceeevvuviennnnn. F X
5. Depreciation, executive autos.........cceevuvennnes F X
6. Wages of workers assembling computers ..... V )
7. Insurance, finished goods warehouses.......... F X
8. Lubricants for production equipment............ Vv X
9. Advertising COSES.......cvvviirriiiiriieiicr e eene F X
10. Microchips used in producing calculators ...... Vv X
11. Shipping costs on merchandise sold ............. Vv X
12. Magazine subscriptions, factory lunchroom... F X
13. Thread in a garment factory ........cccoeevvnerenn. V X
14. Executive life insurance..........c.ceeevvveeiennnnn. F X
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Problem 1-23 (continued)

Manuftacturing
Variable or Selling Administrative (Product) Cost
Cost Item Fixed Cost Cost Direct Indirect
15. Ink used in textbook production................... V X
16. Fringe benefits, materials handling workers .. V X
17. Yarn used in sweater production.................. V X
18. Wages of receptionist, executive offices ....... F X
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Problem 1-24 (30 minutes)

1la. The total product cost is computed as follows:

Direct materialS.....c.covviviiiiiriie $ 69,000
Direct [abor ... 35,000
Total manufacturing overhead ........c..ccccvueieennnnens 43,000
Total product Cost.......ccivvviiiiiii e, $147,000

1b. The total period cost is computed as follows:

Total selling eXpense .....cccccceeiveriiieneieenineeeneeens $30,000
Total administrative expense .......c.cccevvevivennennnn. 29,000
Total period COSt......cucvviiviiiiiiiieii e $59,000

2a. The total direct manufacturing cost is computed as follows:

Direct materialS......cooeviviiiiiriiir e $ 69,000
Direct [abor.......ovviii 35,000
Total direct manufacturing cost ..........ccceeeveennnnenn $104,000

2b. The total indirect manufacturing cost is computed as follows:

Variable manufacturing overhead .........c....cccce.... $15,000
Fixed manufacturing overhead ............cccoevveeneees 28,000
Total indirect manufacturing cost.........ccccevvvnnnnens $43,000

3a. The total manufacturing cost is computed as follows:

Direct materialS......covvvieiiiiriir e $ 69,000
Direct [abor......covviiii 35,000
Total manufacturing overhead........ccc.occvvieennnnnns 43,000
Total manufacturing Cost..........cceeviiviiiiniiiennnnes $147,000
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Problem 1-24 (continued)

3b.

3cC.

4a.

4b.

The total nonmanufacturing cost is computed as follows:

Total selling expense ........ccceeviieviiviinicn e, $30,000
Total administrative expense .........covvvvvevveerennnn, 29,000
Total nonmanufacturing cost..........cceevviviiiennnen, $59,000
The total conversion cost is computed as follows:

Direct 1abor......coovviiiiiiii $35,000
Total manufacturing overhead...........ccccviieennnnens 43,000
Total conversion CoSt ......ccovviiiiiiiiiiiiii e, $78,000

The total prime cost is computed as follows:

Direct materialS......cc.coviviiiiiiiii e, $ 69,000
Direct [abor.......covviiii 35,000
Total prime CoSt.....cvviniiiiiiiii e, $104,000
The total variable manufacturing cost is computed as follows:

Direct materialS......covvvieiiiiriir e $ 69,000
Direct [abor ....cvviiiiic s 35,000
Variable manufacturing overhead ...........ccc......... 15,000
Total variable manufacturing cost.........cccvevuveeenn. $119,000
The total amount of fixed cost for the company as a whole is

computed as follows:

Fixed manufacturing overhead ...........ccccoevvennnens $28,000
Fixed selling expense........cccovveveiiirniiicnniennneennn, 18,000
Fixed administrative expense.........c..ccceeeveennerennn. 25,000
Total fixed COSt.....cvvviiiiiiiiiiri e, $71,000
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Problem 1-24 (continued)
4c. The variable cost per unit produced and sold is computed as follows:

Direct materials.....c.coviviiiiiiii s $ 69,000
Direct [abor....cuvveiiiiie s 35,000
Total variable manufacturing overhead................ 15,000
Variable selling expense........ccccceeviivniiiinniennnnenns 12,000
Variable administrative expense............cccvevuennnn. 4,000
Total variable cost (@) ...ocvvviiviiiiiiiiici e, $135,000
Number of units produced and sold (b)............... 1,000
Variable cost per unit produced and sold (a) +

(D) e $135

5a. The incremental manufacturing cost is computed as follows:

Direct materialS.........cooviiiiiiiii e, $ 69,000
Direct [abor ... 35,000
Variable manufacturing overhead ....................... 15,000
Total incremental cost () ...covvvvvveriieiiniiiieeeeenn, $119,000
Number of units produced and sold (b)............... 1,000
Incremental cost per unit produced (a) + (b)...... $119
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Problem 1-25 (30 minutes)

1. Milden Company
Contribution Format Income Statement
For the Next Quarter

Sales (12,000 units x $100 per unit)............
Variable expenses:
Cost of goods sold
(12,000 units x $35 unit) ....ceovvevnirennnnnnns $420,000
Sales commission (6% x $1,200,000)........ 72,000
Shipping expense
(12,000 units x $9.10 per unit) .............. 109,200
Total variable expenses........cccceeveviviinniennnns
Contribution margin .......ccccoeiiiiiiiiinee,
Fixed expenses:
Advertising expense..........coevevvernienniennnns 210,000
Shipping eXpense .......ccceeevevviiienneneeneeeenn, 28,000
Administrative salaries ..........covveviiiiiiinnnns 145,000
INSUraNCe EXPENSE ....ccvuvverrrrenrrrrnrenennss 9,000
Depreciation expense..........cceeevvvenierirennnn. 76,000
Total fixed exXpenses.....ccccvvvvvvierriiienniennnnenns
Net operating incOome ........ccovvvviviiiiiinniennennn,
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Problem 1-25 (continued)

2. Milden Company
Traditional Format Income Statement
For the Next Quarter

Sales (12,000 units x $100 per unit)............ $1,200,000
Cost of goods sold
(12,000 units x $35 per unit)........cccvuneen. 420,000
GrOSS MAFGIN cvuvvveierierrrrsrensrr e rr s e seaaees 780,000
Selling and administrative expenses:
Advertising ......ccooveviiiiiiiii i $210,000
Sales commissions
(6% X $1,200,000)]..ccuuvieernnirirennnnenennns 72,000

Shipping expense
[$28,000 + (12,000 units x $9.10 per

8] 0 10 ) U 137,200
Administrative salaries.........ccovvvevvennennn. 145,000
INSUranNce eXPeNSe......covvevrrrnrrnrrnrensensens 9,000
Depreciation exXpense.........ccovvvveenirnnennses 76,000
Total selling and administrative expenses...... 649,200
Net operating income ........ccoeevviviiviienniennennn. $ 130,800
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Case 1-26 (45 minutes)

1.
Cost Behavior
Cost Item Variable Fixed

Direct labor.......ccovvvieiiiiiiiiiinn, $118,000
Advertising......c.ccceevvviiinniinnneennn, $50,000
Factory supervision ...........c.cuu.e.. 40,000
Property taxes, factory building... 3,500
Sales commissSionsS.....cccevevveuennens 80,000
Insurance, factory ........coeeeeennnnens 2,500
Depreciation, administrative

office equipment.............ceuuvnens 4,000
Lease cost, factory equipment..... 12,000
Indirect materials, factory........... 6,000
Depreciation, factory building...... 10,000
Administrative office supplies...... 3,000
Administrative office salaries....... 60,000
Direct materials used.................. 94,000
Utilities, factory ......ccccevvviniiennnnns 20,000
Total coStS...ovvviiiiiiiiiiiniicea, $321,000 $182,000

© The McGraw-Hill Companies, Inc., 2021. All rights reserved.

Selling or
Administrative Product Cost
Cost Direct Indirect
$118,000
$50,000
$40,000
3,500
80,000
2,500
4,000
12,000
6,000
10,000
3,000
60,000
94,000
20,000
$197,000 $212,000 $94,000
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Case 1-26 (continued)

2. The average product cost for one patio set would be:

D] (= oL $212,000
INAIreCE e 94,000
10 ) = | $306,000

$306,000 + 2,000 sets = $153 per set

3. The average product cost per set would increase if the production
drops. This is because the fixed costs would be spread over fewer units,

causing the average cost per unit to rise.

4. a. Yes, the president may expect a minimum price of $153, which is the

average cost to manufacture one set. He might expect a price even
higher than this to cover a portion of the administrative costs as well.
The brother-in-law probably is thinking of cost as including only direct
materials, or, at most, direct materials and direct labor. Direct
materials alone would be only $47 per set ($94,000 = 2,000 = $47
per set), and direct materials and direct labor would be only $106 per
set (($94,000 + $118,000) + 2,000 = $106 per set).

. The term is opportunity cost. The full, regular price of a set might be
appropriate here, because the company is operating at full capacity,
and this is the amount that must be given up (benefit forgone) to sell
a set to the brother-in-law.
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Case 1-27 (30 minutes)

1. A cost that is classified as a period cost will be recognized on the income
statement as an expense in the current period. A cost that is classified
as a product cost will be recognized on the income statement as an
expense (i.e., cost of goods sold) only when the associated units of
product are sold. If some units are unsold at the end of the period, the
costs of those unsold units are treated as assets. Therefore, by
reclassifying period costs as product costs, the company is able to carry
some costs forward in inventories that would have been treated as
current expenses.

2. The discussion below is divided into two parts—Gallant’s actions to
postpone expenditures and the actions to reclassify period costs as
product costs.

The decision to postpone expenditures is questionable. It is one thing to
postpone expenditures due to a cash bind; it is quite another to
postpone expenditures in order to hit a profit target. Postponing these
expenditures may have the effect of ultimately increasing future costs
and reducing future profits. If orders to the company’s suppliers are
changed, it may disrupt the suppliers’ operations. The additional costs
may be passed on to Gallant’s company and may create ill will and a
feeling of mistrust. Postponing maintenance on equipment is particularly
questionable. The result may be breakdowns, inefficient and/or unsafe
operations, and a shortened life for the machinery.

Gallant’s decision to reclassify period costs is not ethical—assuming that
there is no intention of disclosing in the financial reports this
reclassification. Such a reclassification would be a violation of the
principle of consistency in financial reporting and is a clear attempt to
mislead readers of the financial reports. Although some may argue that
the overall effect of Gallant’s action will be a “wash”"—that is, profits
gained in this period will simply be taken from the next period—the
trend of earnings will be affected. Hopefully, the auditors would discover
any such attempt to manipulate annual earnings and would refuse to
issue an unqualified opinion due to the lack of consistency. However,
recent accounting scandals may lead to some skepticism about how
forceful auditors have been in enforcing tight accounting standards.
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Chapter 01 - Lecture Notes

Chapter 1
Lecture Notes

( Chapter theme: This chapter explains how managers
need to rely on different cost classifications for different
purposes. The main purposes emphasized in this chapter
include assigning costs to cost objects, accounting for
costs in manufacturing companies, preparing financial

| statements, predicting cost behavior in response to

changes in activity, and decision making.

L. Cost classifications for assigning costs to cost objects

(A. Needs of management:

1. Financial accounting — concerned with reporting
financial information to external parties, such as

stockholders, creditors, and regulators.

2 3
ii. Managerial accounting — concerned with

providing information to managers within an
organization so that they can formulate plans,
control operations, and make decisions.

( B. This slide summarizes the types of cost
classifications that will be discussed in this chapter,
3 < namely cost classifications for assigning costs to
cost objects, manufacturing companies, preparing
L financial statements, predicting cost behavior,
and making business decisions.

Learning Objective 1: Understand cost classifications
4 used for assigning costs to cost objects: direct costs and
indirect costs.

1-1
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Chapter 01 - Lecture Notes

C. Cost object — Anything for which cost data are
desired including products, customers, jobs,
organizational subunits, etc. For purposes of
assigning costs to cost objects costs are classified
two ways:

i. Direct costs — Costs that can be easily and
conveniently traced to a specified cost object.

ii. Indirect costs — Costs that cannot be easily and
conveniently traced to a specified cost object.

1. Common costs — Indirect costs incurred to
support a number of cost objects. These costs
cannot be traced to any individual cost object.

II.  Cost classifications for manufacturing companies
Manufacturing companies separate their costs into two
broad categories—manufacturing and nonmanufacturing
costs.

Learning Objective 2: Identify and give examples of
6 each of the three basic manufacturing cost categories.

7 { A. Classifications of manufacturing costs

i. Direct materials — Raw materials that become an
] integral part of the finished product and whose
costs can be conveniently traced to it.

1-2
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Chapter 01 - Lecture Notes

ii. Direct labor — Labor costs that can be easily

9 traced to individual units of product (sometimes
called touch labor).
e 1. Manufacturing overhead — Includes all

manufacturing costs except direct materials and

direct labor. These costs cannot be readily traced

to finished products (also called indirect
manufacturing cost, factory overhead, and factory
burden).

1. Includes indirect materials that cannot be
easily or conveniently traced to specific units
of product.

2. Includes indirect labor costs that cannot be
easily or conveniently traced to specific units

\ of product.

. Other examples of manufacturing overhead

include: depreciation of manufacturing

11 < equipment, utility costs, property taxes, and

insurance premiums incurred to operate a

L manufacturing facility.

10 <

\
(%)

1v. Prime costs and conversion costs

1. Prime cost — Direct materials cost plus direct

12 9 labor cost.

2. Conversion cost — Direct labor cost plus
manufacturing overhead costs.

1-3
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Chapter 01 - Lecture Notes

[ B. Classifications of nonmanufacturing costs (also called
selling and administrative costs).

1. Selling costs — Includes all costs necessary to
secure customer orders and get the finished
13 ¢ product into the hands of the customer. Selling
costs can be either direct or indirect costs.

ii. Administrative costs — Includes all costs
associated with the general management of an
organization. Administrative costs can be either

\ direct or indirect costs.

Learning Objective 3: Understand cost classifications
14 used to prepare financial statements: product costs and
period costs.

C. Cost classifications for preparing financial
statements

( 1. Product costs — Includes all the costs that are
involved in acquiring or making a product.
Product costs “attach” to a unit of product as it is

15 4 purchased or manufactured and they stay attached
to each unit of product as long as it remains in
L inventory awaiting sale.
.

1. For manufacturing companies, product costs

16 < include:

a. Raw materials — Includes any materials that
go into the final product.
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16

17 <

18 A

\

. Work in process — Consists of units of

product that are only partially complete and
will require further work before they are
ready for sale to the customer.

. Finished goods— Consists of completed

units of product that have not yet been sold
to customers.

. Transfer of product costs:
1.

When direct materials are used in
production, their costs are transferred
from Raw Materials to Work in Process.

. Direct labor and manufacturing overhead

costs are added to Work 1in Process to
convert direct materials into finished
goods.

. Once units of product are completed,

their costs are transferred from Work in
Process to Finished Goods.

When a manufacturer sells its finished
goods to customers, the costs are
transferred from Finished Goods to Cost

of Goods Sold.

ii. Period costs — Includes all selling and
administrative costs.

1. These costs are expensed in the income
statement in the period incurred.

19-20 { Quick Check — product versus period costs

1-5
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III. Cost classifications for predicting cost behavior

Learning Objective 4: Understand cost classifications
21 < used to predict cost behavior: variable costs, fixed
L costs, and mixed costs.

(A. Cost behavior refers to how a cost will react to

) changes in the level of activity. The most commonly
22 used classifications of cost behavior are variable,

L fixed, and mixed costs:

1. Variable cost — A cost that varies, in total, in
direct proportion to changes in the level of
activity. However, variable cost per unit is
constant.

( 1. An activity base (also called a cost driver) is a

measure of what causes the incurrence of

24 variable costs. As the level of the activity base

increases, the total variable cost increases

proportionally.

23 <

( ii. Fixed cost — A cost that remains constant, in total,

regardless of changes in the level of the activity.
25 { However, if expressed on a per unit basis, the
average fixed cost per unit varies inversely with
changes in activity.

( 1. Committed fixed costs represent investments
with a multi-year planning horizon that cannot
be easily adjusted in the short term.

26 4 2. Discretionary fixed costs usually arise from

annual decisions by management and they can

be easily reduced in the short term.

1-6
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Chapter 0

27

28 <

1 - Lecture Notes

Helpful Hint: To illustrate fixed costs, ask students for
the cost of a large pizza. Then ask: What would be the
cost per student if two students buy a pizza? What if
four students buy a pizza? This makes it clear why
average fixed costs change on a per unit basis. To
illustrate variable costs, add that a beverage costs $1
and each student eating the pizza has one beverage. So,
if two people were eating the pizza, the total beverage
bill would come to $2; if four people, $4. The cost per
beverage remains the same, but the total cost depends
on the number of people ordering a beverage.

( iii. The linearity assumption and the relevant
range — Accountants usually assume that costs
are strictly linear; however, economists point out
that many costs are actually curvilinear.
Nonetheless, within a narrow band of activity
known as the relevant range, a curvilinear cost can
be satisfactorily approximated by a straight line.

1. The relevant range is that range of activity
within which the assumptions made about cost
behavior are valid.

N

iv. The relevant range of activity pertains to fixed
cost as well as variable costs.

1. For example, assume office space is available
at a rental rate of $30,000 per year in
increments of 1,000 square feet.

2. Fixed costs would increase in a step fashion at
a rate of $30,000 for each additional 1,000
square feet.
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v. The relevant range for a fixed cost 1s the range of
29 activity over which the graph of the cost is flat.
{ vi. It is helpful to think about variable and fixed cost
30 behavior in a 2x2 matrix.

31-32 { Quick Check — variable vs. fixed costs

( v. Mixed cost — A cost that contains both variable
and fixed elements.

1. For example, utility bills often contain fixed
and variable cost components.
a. The fixed portion of the utility bill is
33 < constant regardless of kilowatt hours
consumed. This cost represents the
minimum cost that is incurred to have the
service ready and available for use.
b. The variable portion of the bill varies in
direct proportion to the consumption of
\ kilowatt hours.

[ vi. An equation can be used to express the
relationship between mixed costs and the level of
the activity. This equation can be used to calculate
what the total mixed cost would be for any level
of activity.
34
1. The equation is Y =a + bX

a. Y = The total mixed cost.

b. a = The total fixed cost (the vertical

intercept of the line).

\ c. b = The variable cost per unit of activity
(the slope of the line).
1-8
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34 { d. X = The level of activity.

( vii. For example, if your fixed monthly utility charge

is $40, your variable cost is $0.03 per kilowatt
35 < hour, and your monthly activity level was 2,000
kilowatt hours, this equation can be used to
calculate your total utility cost of $100.

\

IV. Cost classifications for decision making

Learning Objective 5: Understand cost classifications
36 used in making decisions: relevant costs and irrelevant

COSts. differenttad-rosta st ecoN s dOP ORI

€OSLS.

r A. Decisions involve choosing between alternatives.
The goal of making decisions is to identify those

37 4 costs that are either relevant or irrelevant to the
decision. To make decisions, it 1s essential to have a
grasp on three concepts:

( i. Differential costs (or incremental costs) — A
difference in cost between any two alternatives; a
difference in revenue between two alternatives is
called differential revenue. Both are always

38 < relevant to decisions.

1. Differential costs can be either fixed or
variable.
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1. OpportunitySunk cost - The potential benefit
39 that 1s given up when one alternative is selected

over another. A-cost-that-has-already-been
: Lo 4l he el | o
futare-

Helpful Hint: Ask students: “Suppose you had
purchased gold for $400 an ounce, but now it is selling
for $250 an ounce. Should you wait for the gold to
reach $400 an ounce before selling it?” Many students

will say “yes’ even though the $400 purchase is a sunk
cost.

( iii. SunkOpportunity cost — The potential-benefit
hat i o | | . | |
over-another-A cost that has already been incurred
< and that cannot be changed now or in the future.

40 1. These costs are not usually found in accounting

records but must be explicitly considered in
\ every decision.

Helpful Hint: Ask students what opportunity costs they
incur by attending class. Their opportunity cost is the
value to them of the activity they would be doing
otherwise (e.g., working, sleeping, partying, studying,
etc.)

41-46 { Quick Check — relevant costs

III. Traditional and contribution format income statements

Learning Objective 6: Prepare income statements for a
47 merchandising company using the traditional and
contribution formats.
1-10
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[ A. The traditional and contribution formats differ as
follows:

i. The traditional approach separates product costs

as required for external reporting purposes from
48 selling and administrative expenses. It does not
focus on cost behavior.

ii. The contribution approach separates costs into
fixed and variable categories. Sales — variable
costs = contribution margin. The contribution

\ margin — fixed costs = net operating income.
( iii. The contribution approach is used as an internal
planning and decision-making tool. For example,
49 this approach is useful for:
< 1. Cost-volume-profit analysis (Chapter 5).

2. Segmented reporting of profit data (Chapter 6).

3. Budgeting (Chapter 8).

4. Special decisions such as pricing and make or
buy analysis (Chapter 132).

Helpful Hint: The income statement from the annual
report of a well-known local manufacturing firm can be
used to illustrate the functional income statement. Ask if
the various expense categories on the income statement
contain both fixed and variable costs. Also ask how to
estimate the increase in profit that would result from a
4% increase in sales using the functional statement.
There is no way to do this with reasonable accuracy,
since there is no way to tell on a functional income
statement what costs would increase.
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