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Prof. Marc Tassé







Time:
1.0 hour

Student Name: _________________________________

Student #: _____________________________________

	***READ THE INSTRUCTIONS CAREFULLY***

	1. Make sure you enter your student ID# and your name.

2. The exam is to be done on this exam paper. 

3. Non-programmable calculators are permitted, but you cannot share calculators.

4. Books, notes and scrap paper are not permitted. 

5. Please do not ask the professor or the invigilator to explain or interpret questions.

6. Show your calculations clearly where necessary.

7. There is one blank page at the back of this exam for your rough work. It will not be graded.


	SCORE
Q1

Q2

Q3
Total
	  5 pts
10 pts

10 pts

25 pts


	Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 


	QUESTION 1 (5 pts)
Larinore Corporation has a Castings Division that does casting work of various types. The company's Machine Products Division has asked the Castings Division to provide it with 20,000 special castings each year on a continuing basis. The special castings would require $10 per unit in variable production costs. The Machine Products Division has a bid from an outside supplier of $29 per unit for the castings.

In order to have time and space to produce the new castings, the Castings Division would have to cut back production of another casting: the RB4, which it presently is producing. The RB4 sells for $30 per unit, and requires $12 per unit in variable production costs. Boxing and shipping costs of the RB4 are $4 per unit. Boxing and shipping costs for the new special casting would be only $1 per unit. The company is now producing and selling 100,000 units of the RB4 each year. Production and sales of this casting would drop by 20% if the new casting is produced.

Required:

a) What is the range of transfer prices within which both the divisions' profits would increase as a result of agreeing to the transfer of 20,000 castings per year from the Castings Division to the Machine Products Division?

b) Is it in the best interests of Larinore Corporation for this transfer to take place? Explain.

	a) From the perspective of the Castings Division, profits would increase as a result of the transfer providing that:

Transfer price > Variable cost + Opportunity cost

The opportunity cost is the contribution margin on the lost sales, divided by the number of units transferred:

Opportunity cost = [($30 - $12 - $4) x 20,000] / 20,000 = $14 2pts
Therefore,

Transfer price > ($10 + $1) + $14 = $25 1pts

From the viewpoint of the purchasing division, the transfer price must be less than the cost of buying the units from the outside supplier.

Transfer price < $29 1 pt
Combining the two requirements, we get the following range of transfer prices:

$25 < Transfer price < $29

b. Yes, the transfer should take place. From the viewpoint of the entire company, the cost of transferring the units within the company is $25, but the cost of purchasing them from the outside supplier is $29. Therefore, the company's profits increase by $4 for each of the castings that are used within the company rather than sold on the outside market. 1pts


QUESTION 2 (10 pts)
	The IT Corporation produces and markets two types of electronic calculators: Model 11 and Model 12. The following data were gathered on activities last month:

[image: image2.png]Model 11~ IModel 12

Sales in units 5,000 3,000
Selling price per unit $50 $100
Variable production costs per unit $10 $26
Traceable fixed production costs $100,000  $150,000
Variable selling expenses per unit $5 $6
Traceable fixed selling expenses $5,000 7,500

Allocated division administrative expenses  $50,000 $60.,000



 

Required:

Prepare a segmented income statement in the contribution format for last month, showing both "Amount" and "Percent" columns for the division as a whole and for each product.

	Ans:
	[image: image3.png]Segments

Total Company ~ Model 11 Model 12
Sales $550,000 100% $250,000 100% $300,000 00.0%

Variable expenses171,000 31 75000 30 96,000 32.0
Contribution

margin  $379,000  69% $175,000 70%$204,000 68.0%
Traceable fized

expenses 262,500 48 105000 42 157,500 52.5
Segment margin $116,500  21%  $70,000 28% § 46,500 15.5%

Common fized
expenses 110,000 20
Net Income $6,500 1%












4 pts

3 pts


3pts

QUESTION 3 (10 pts)
	The Hyatt Company is trying to decide whether it should purchase new equipment and continue to make its subassemblies internally or if production should be discontinued and the subassembly purchased from an outside supplier.

New equipment for producing the subassemblies can be purchased at a cost of $400,000. The equipment would have a five-year useful life (the company uses straight-line depreciation) and a $50,000 salvage value.

Alternatively, the subassemblies could be purchased from an outside supplier. The supplier has offered to provide the subassemblies for $9 each under a five-year contract.

Hyatt Company's present costs per unit of producing the subassemblies internally (with the old equipment) are given below. The costs are based on a current activity level of 40,000 subassemblies per year:

Direct Materials

$  3.00

Direct Labour

$  4.20

Variable Overhead

$  0.60

Fixed Overhead ($0.80 supervision, $0.90 depreciation,

      and $2 general company overhead)

$ 3.70
Total Cost per Unit

$11.50
The new equipment would be more efficient and would reduce direct labour costs and variable overhead costs by 25%. Supervision cost ($30,000 per year) and direct materials cost per unit would not be affected by the new equipment. The company has no other use for the space now being used to produce the subassemblies. The company's total general company overhead would not be affected by this decision. Assume direct labour is a variable cost.

Required:

Assume that 40,000 subassemblies are needed each year. Prepare an analysis of the two alternatives and make a recommendation to the management of the company of the appropriate course of action.

	Ans:
	The $2.00 per unit general overhead cost is not relevant to the decision. This cost will continue regardless of which alternative the company selects. The depreciation of $0.90 per unit is not a relevant cost because it represents a sunk cost (in addition to the fact that the old equipment is worn out and must be replaced). The cost of the new equipment is relevant because the new equipment will not be purchased if the company decides to accept the outside supplier's offer. The cost of supervision is relevant because this cost can be avoided by purchasing the subassemblies.
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Make
Outside supplier's price B $9.00
Direct materials $3.00
Direct labour (§4.20 x 0.75) 3.15
Variable overhead (50.60 x 0.75) 045
Supervision 0.80
Depreciation 175
Total $9.15 $9.00
Difference in favour of buying $0.15

Depreciation: (5400,000 - 50,0005 years = §70,000 per year.
£70,000 per yearf40,000 units = §1.75 per unit




 

 1 pt for each amount
At the level of 40,000 subassemblies per year, the company should purchase the subassemblies from the outside supplier.











