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	123.
	Foster Company makes 20,000 units per year of a part that it uses in the products it manufactures. The unit product cost of this part is computed as follows:

	Direct Materials
	$24.70
	Direct Labour
	$16.30
	Variable Manufacturing Overhead

	Ans:
	a) Relevant cost per unit:
Direct Materials
	$24.70
	Direct Labour
	$16.30
	Variable Manufacturing Overhead
	$  2.30
	Fixed Manufacturing Overhead ($13.40 - $5.10)
	$  8.30
	Relevant Manufacturing Cost

	
	Difficulty:  Hard


125.
	Benjamin Signal Company produces products R, J, and C from a joint production process. Each product may be sold at the split-off point or be processed further. Joint production costs of $92,000 per year are allocated to the products based on the relative number of units produced. Data for Benjamin's operations for the current year are as follows:

[image: ] 

Product R can be processed beyond the split-off point for an additional cost of $26,000 and can then be sold for $105,000. Product J can be processed beyond the split-off point for an additional cost of $38,000 and can then be sold for $117,000. Product C can be processed beyond the split-off point for an additional cost of $12,000 and can then be sold for $57,000.

Required:
Which products should be processed beyond the split-off point?

	Ans:
	 
[image: ] 

Products R and J should be processed beyond the split-off point. Product C should be sold at split-off. Joint production costs are not relevant to the decision to sell at split-off or to process further.

	
	Difficulty:  Medium



	
	

	127.
	Madison Optometry is considering the purchase of a new lens grinder to replace a machine that was purchased several years ago. Selected information on the two machines is given below:

[image: ] 

Ignore income taxes and the time value of money in this problem.

Required:

Compute the total advantage or disadvantage of using the new machine instead of the old machine over the next four years.

	Ans:
	The analysis of the alternatives appears below:

[image: ] 

Therefore, the net disadvantage to purchasing and using the new machine would be $55,000 because its total cost is $55,000 higher than the total cost of using the old machine.

	
	Difficulty:  Medium



	129.
	When Mr. Ding L. Berry, president and chief executive of Berry, Inc., first saw the segmented income statement below, he flew into his usual rage:  "When will we ever start showing a real profit? I'm starting immediate steps to eliminate those two unprofitable lines!"

[image: ] 

*These traceable expenses could be eliminated if the product lines to which they are traced were discontinued.

Required:
Recommend which segments, if any, should be eliminated. Prepare a report in good form to support your answer.

	
	A segmented income report, without the allocation of common fixed expenses, will provide the basis for deciding which segments to drop.
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The only segment that possibly should be eliminated is segment W, which shows a negative segment margin of $2,000.Ans:

	
	Difficulty:  Medium



132.
Kramer Company makes 4,000 units per year of a part called an axial tap for use in one of its products. Data concerning the unit production costs of the axial tap follow:

	Direct Materials
	$35
	Direct Labour

	Ans:
	a) The analysis of the alternatives follows below:
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* 40% x $20

The company should make the part rather than buy it from the outside supplier because it costs $4 less under that alternative.

b) The maximum acceptable price is $81 because that is the cost to the company of making the part itself when the opportunity cost is included:

Total cost of making the part internally
	$61
	Opportunity cost per unit ($80,000 ÷ 4,000)
	$20
	Total

	
	Difficulty:  Hard



	134.
	Holt Company makes three products in a single facility. Data concerning these products follow:
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The mixing machines are potentially a constraint in the production facility. A total of 25,800 minutes are available per month on these machines.

Direct labour is a variable cost in this company.

Required:
a) How many minutes of mixing machine time would be required to satisfy demand for all four products?
b) How much of each product should be produced, rounded to the nearest whole unit, to maximize net operating income?
c) Up to how much should the company be willing to pay, rounded to the nearest whole cent, for one additional hour of mixing machine time if the company has made the best use of the existing mixing machine capacity?

	Ans:
	a) Demand on the mixing machine:
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Total time required for all products: 26,700 minutes

b) Optimal production plan:
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c) The company should be willing to pay up to the contribution margin per minute for the marginal job, which is $5.15.

	
	Difficulty:  Medium



	137.
	Harris Corp. manufactures three products from a common input in a joint processing operation. Joint processing costs up to the split-off point total $200,000 per year. The company allocates these costs to the joint products on the basis of their total sales value at the split-off point. Each product may be sold at the split-off point or processed further. The additional processing costs and sales value after further processing for each product (on an annual basis) are:

[image: ] 

The "Further Processing Costs" consist of variable and avoidable fixed costs.

Required:
Which product or products should be sold at the split-off point, and which product or products should be processed further? Show computations.

	Ans:
	 
[image: ] 

Product K should be sold after further processing beyond the split-off point. Products J and L should be sold at the split-off point without any further processing.

	
	Difficulty:  Medium
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