ADM 2341N – Assignment 3  DUE DATE: TUESDAY MARCH 26, 2013

Question 1
Woods Co. manufactures and sells Product X. The following data are taken from the accounting records of the last period of operations:
	
	Sales (units)					50,000
	Sale price per unit				$40
	Operating expenses:
		Variable per unit			$4
		Fixed (total)				$220,000
	Manufacturing costs:
		Direct materials used per unit		$10
		Direct labour per unit			$8 
		MOH (variable) per unit		$6
		MOH fixed (total)			$280,000

REQUIRED:

a)	Prepare the income statement for the year
b)	Compute the break even point in dollars and units
c)	Compute the margin of safety. Explain 
d)	Compute the operating leverage. Explain

Question 2
« Spring is coming soon » Co. makes 40,000 units per year of a part called XX for use in one of its products. Data concerning the unit production costs of XX follow:
	Direct materials 			$25 
	Direct labour				$16 
	Variable manufacturing Overhead	  $9
	Fixed manufacturing overhead	$25
Total 					$75

An outside supplier has offered to sell “Spring is coming soon” all of the parts it requires for $58 each. If the company decided to discontinue making the parts, 60% of the above fixed manufacturing overhead costs could not be avoided.

REQUIRED:
a)	In deciding to accept or reject the offer from the outside supplier, what would be the relevant costs to consider in the decision? Compute the total of those costs.
b)	Assume « Spring is coming soon » has no alternative use for the facilities presently devoted to production of the parts. Should the offer from the outside supplier be accepted? Why?
c)	Assume the facilities presently devoted to production of the parts could be used to expand 	production of another product that would yield an additional contribution margin of $100,000 	per year. Should “Spring is coming soon” accept the offer? Why?
d)	In the scenario described in c), what is the maximum price « Spring is coming soon » should 	be willing to pay the outside supplier for the parts?
e)	Provide three qualitative factors to be considered in the decision.

