Exercise 6-4 (20 minutes)
		1.
	The Rhythm Shop
Income Statement—Acoustic Guitar Department
For the Quarter Ended March 31


	
	Sales	
	
	$1,600,000

	
	Variable expenses:
	
	

	
	Cost of goods sold ($400 per guitar × 2,000 guitars*)	
	$800,000
	

	
	Selling expenses ($75 per guitar × 2,000 guitars)	
	150,000
	

	
	Administrative expenses (25% × $200,000)	
	   50,000
	 1,000,000

	
	Contribution margin	
	
	600,000

	
	Fixed expenses:
	
	

	
	Selling expenses (400,000-150,000)	
	250,000
	

	
	Administrative expenses(75% x 200,000)	
	 150,000
	 400,000

	
	Operating income	
	
	$ 200,000



			*$1,600,000 sales ÷ $800 per guitar = 2,000 guitars.

	2.	Since 2,000 guitars were sold and the contribution margin totaled $600,000 for the quarter, the contribution of each guitar toward fixed expenses and profits was $300 ($600,000 ÷ 2,000 guitars = $300 per guitar). Another way to compute the $300 is:

	
	Selling price per guitar	
	
	$800

	
	Less variable expenses:
	
	

	
	Cost per guitar	
	$400
	

	
	Selling expenses	
	75
	

	
	Administrative expenses
($50,000 ÷ 2,000 guitar)	
	   25
	 500

	
	Contribution margin per guitar	
	
	$300





Exercise 6-4 (continued)
3. If the Rhythm Shop sells 100 more guitars in the quarter ending June        30, than they did for the quarter ending March 31, profits will increase by:
100 x $300* per guitar = $30,000
*$800 selling price - $500 total variable cost per guitar 

Total operating income for the quarter ended June 30 will be:
Operating income for the Quarter ended March 31	$200,000
Contribution margin from additional unit sales		    30,000
Total operating income**			$230,000

** Check: 
2,100 guitars sold x $300/guitar		$630,000
Less fixed expenses				  400,000
				Total operating income			 $230,000


Exercise 6-10 (30 minutes)
		1.	
	Monthly operating costs at 70% occupancy:
	

	
	2,000 rooms × 70% = 1,400 rooms;
	

	
	1,400 rooms × $21 per room per day × 30 days	
	$882,000

	
	Monthly operating costs at 45% occupancy (given)	
	 792,000

	
	Change in cost	
	$ 90,000




	
	Difference in rooms occupied:
	

	
	70% occupancy (2,000 rooms × 70%)	
	1,400

	
	45% occupancy (2,000 rooms × 45%)	
	  900

	
	Difference in rooms (change in activity)	
	  500





		$180 per room ÷ 30 days = $6 per room per day.

		2.
	Monthly operating costs at 70% occupancy (above)	
	$882,000

	
	Less variable costs: 
1,400 rooms × $6 per room per day × 30 days	
	 252,000

	
	Fixed operating costs per month	
	$630,000



	3.	2,000 rooms × 60% = 1,200 rooms occupied.

	Fixed costs	
	$630,000

	Variable costs: 
1,200 rooms × $6 per room per day × 30 days	
	 216,000

	Total expected costs	
	$846,000





Problem 6-15 (45 minutes)
	1.	Maintenance cost at the 140,000 machine-hour level of activity can be isolated as follows:

	
	Level of Activity

	
	80,000 MH
	140,000 MH

	Total factory overhead cost	
	$340,400
	$483,200

	Deduct:
	
	

	Utilities cost @ $1.30 per MH*	
	104,000
	182,000

	Supervisory salaries	
	  120,000
	120,000

	Maintenance cost	
	$116,400
	$181,200



		*$104,000 ÷ 80,000 MHs = $1.30 per MH

	2.	High-low analysis of maintenance cost:

	
	Maintenance Cost
	Machine-Hours

	High activity level	
	$181,200
	140,000

	Low activity level	
	 116,400
	80,000

	Change	
	$ 64,800
	60,000



Note: in this problem the high level of activity (140,000 hours) does not correspond to the highest level of total overhead costs, which occurs in November. 		
[bookmark: _GoBack]
Variable cost per unit of activity:
=$1.08 per MH
   Change in cost  	  =          $64,800           
Change in activity      	             60,000 MHs	



Total fixed cost:

	Total maintenance cost at the low activity level	
	$116,400

	Less the variable cost element 
(80,000 MHs × $1.08 per MH)	
	 86,400

	Fixed cost element	
	$30,000



		Therefore, the cost formula is $30,000 per month plus $1.08 per 
machine-hour or Y = $30,000 + $1.08X, where X represents machine-hours.

Problem 6-15 (continued)
		3.
	
	Variable Rate per Machine-Hour
	Fixed Cost

	
	Maintenance cost	
	$1.08
	$ 30,000

	
	Utilities cost: $104,000/80,000 	
	1.30
	

	
	Supervisory salaries cost	
	       
	 120,000

	
	Totals	
	$2.38
	$150,000



		Therefore, the cost formula would be $150,000 plus $2.38 per machine-hour, or Y = $150,000 + $2.38X.

		4.
	Fixed costs	
	$150,000

	
	Variable costs: $2.38 per MH × 90,000 MHs	
	 214,200

	
	Total overhead costs	
	$364,200



Problem 6-17 (30 minutes)
	1.	Maintenance cost at the 80,000 machine-hour level of activity can be isolated as follows:

	
	Level of Activity

	
	60,000 MH
	80,000 MH

	Total factory overhead cost	
	274,000
	pesos
	312,000
	pesos

	Deduct:
	
	
	
	

	Indirect materials @ 1.50 pesos per MH*	
	90,000
	
	120,000
	

	Rent	
	130,000
	
	130,000
	

	Maintenance cost	
	  54,000
	pesos
	  62,000
	pesos



			* 90,000 pesos ÷ 60,000 MHs = 1.50 pesos per MH



	2.	High-low analysis of maintenance cost:

	
	Maintenance Cost
	
	Machine-Hours

	High activity level	
	62,000
	pesos
	
	80,000

	Low activity level	
	54,000
	
	
	60,000

	Change observed	
	 8,000
	pesos
	
	20,000



	



		Therefore, the cost formula is 30,000 pesos per year, plus 0.40 peso per machine-hour or

Y = 30,000 pesos + 0.40 peso X.

		3.
	Indirect materials (65,000 MHs × 1.50 pesos per MH)	
	
	
	97,500
	pesos

	
	Rent	
	
	
	130,000
	

	
	Maintenance:
	
	
	
	

	
	Variable cost element (65,000 MHs × 0.40 peso per MH)	
	26,000
	pesos
	
	

	
	Fixed cost element	
	30,000
	
	 56,000
	 

	
	Total factory overhead cost	
	
	
	283,500
	pesos
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