
a $BIT rv, 

-I- rn9-Q%t%A& 1:: I 
&%=-a& a ~ ( 2 - x )  

I'llc work do~le  i l l  Uel,a~trnent A is ~ncasuretl by the direct labor-hours ol~llatcrials-handling time. The work 
dolie in I ) c p a ~ t n ~ e ~ ~ l  B is measttrecl I)y the kilowatt-hours of powel. 'Tl~e bliclgeletl costs of the srlpport 
tlcpn~tments Tor tlic co~nirig ycar ale 

- 
Variable intlirec,l lahor ant1 

ir~tlirecl rnalerials costs 
Srrpervisio~~ 
Ileprecialion 

I l c p a r t n ~ c ~ ~ t  I3 
( Power 

~ c n c l ~ a t i o ~ l  ) _-~rlna u ~ l g ~  

$ 70,000 $1 0,000 
10,000 10,000 
20 000 --> 2_0,000 

$I@&%@ &!Q&Q@ 
I Power costs I Materials-li;l~itlli~ig costs 

-1'he butlgeterl cosls of the operalilig deparlnietils fol. llld colrlillg ycar are $1,500,000 For DepEIl'LnIellt X and 
$800,000 for Departrllent Y. 

S~lpcrvisory costs are salary c,osls. Deprecialiol~ in I3 is t l ~e  straight-line depreciation of powcr-gencratio~~ 
eqr~iprnc~~l  in ils 11i11eteen01 ycar o r  an estin~ated 25-year user111 life; i t  is oltl, b111 wcll-n~aintainctl, etlr~iprne~it. 

1trq11i1 ed 
I What are the allocat~ons of costs of suppo~ l  tlepa~l~nents A ant1 B to opelaling departments X and Y using 

the ~ c c ~ l ~ ~ o c a l  1nelhod7 (Rounding to ~ r ea~es t  doll:~r) 1 0 "/o 
2 An ouis~tle co~npany llas offe~ed to supply all llic power needed by tlie Maries Co~npany and to plovltle all 

t l ~e  services ol 1I1r prcsent powel departlnent The cost of Illis selvlce wrll bc $40 pel I<rlowalt-lio~~r of  
powc~ Shonld Manes accept7 Exp l a r~~  1 0 (!'it 

5.Summit Equipment specializes in the rnanl~factur.~ of rnetlical equipn~erit, a field that has become irlcrcasirlgly 
con~pelitive. Approximntcly two ycars ago, Be11 Ilarringtou, presidenl of Summit, decided to revise the borrris 
plan (basetl, at l l ~e  linie, elltirely on operating inco~ne) to encourage division managers to focus on areas tllat 
were i~nportnr~t to crlslorl~ers and Illal adtletl value without increasing cost. In atldition to a profilahility 
i ~ ~ c e ~ ~ t i v e ,  the rcvisecl plan i~~clricles incentives Tor retluced rework costs, ~rednced sales returns, ailtl ori-tinle 
dclivel-ies. Bonuses arc calcr~lalecl alltl awarded sernia~lnually or1 (lie following I~asis. A base honus is c;dculatccl 
at 2%) oropcrati~ig inconie; tllis anlour11 is Illell ac!jllsted as rollows: 

a .  (i) Reduced by excess of rework costs over arld ahove 2% ofopcrating i~icorne 
(ii) No i~tljr~sln~ent ifreworl< costs are less [Iran or crlual to 2% of operal.ing inco~nc 

h. ( i )  Increased by $5,000 if rllore tllan 98% o r  tlcliveries are on Lirne, ant1 by $2,000 i r  96% to 98% o r  
tlcliveries are or1 t i~ne  

(ii) No ac!jr~s[n~enl iron--time cleli\lerics are helow 96% 
c. (i) [~lcrcased Iry $3,000 if sales retunls are less dlan or equal Lo 1.5% of sales 

(ii) ~>ccreased hy 50% o r  excess o r  sales r e t u r~~s  over 1.5% ofsales 
Alate: l r  [lie calculatior~ o r  the bonus results in a negative an~oulit for a particular period, the manager simply 
receives 110 honns, alltl the liegative aniount is not carried forward to the next periot!. 

Results for Snni~ilit's C11a.rtel- Division and Mesa Divisio~l for 2006, Lhe lirsl year under the new bonl~s plan, 
lolloa~. In 2005, under the old bonus plan, the C:llarter Divisior~ lnanagcr earned a bollus of $27,060 and [lie 
Mesa Division Inanager, a I)ol~us of $22,440. 

Char te r  Division Mesa 1)ivision 
J anua ry  1, ,111131 1, 2006 J aaua ry  1, J11ly 1, 2006 

2005 2006 
to (0 to to 

,June 30,2006 1)ec. -1 31 2006 1 rune 30 L 2006 1)cc .2.1.--.-- 71 2006 
lievenues $4,200,000 $4,400,000 $2,850,000 $2,900,000 
Operating $462,000 $440,000 $342,000 $406,000 
incorl~e 
On-time 95.4% 97.3% 98.2% 94.6% 
del ive~y 
Rework costs $11,500 $ I 1,000 $6,000 $8,000 
Sales r e l u r~~s  $84,000 $70,000 $44,750 $42,500 

I1eq11i1 
(1)Wlly tl~d 1larr111gto11 lleed Lo i ~ i t ~ o d r ~ c e  tllrsc ncw prlrorllla~lce nlrasu1es7 Illat is, why docs I l a r~~np ton  

nced to use tl~ese perforlnance nieasrlres III  atld~tiorl to l l ~ e  operating- Income ~ l t ~ ~ ~ i b e ~ s  f o ~  tllc pcnod7 6% 
(2)Cdlculate !Ire bonus ea~ned  by each Illanagcr for each six-nlo11t11 pcr iod a11d for 2006. 8 "10 
(3)Wllat cffcct d ~ d  [lie changr in [lie borlr~s p l a ~ ~  [lave on cadi  ~ r l a ~ ~ g e r ' s  behavior? Did tlie new bonus Ian 

acll~eve wliat I la~rlngtol, deslled? What ~ l lasges ,   rally, woulrl yo11 nlabe to the ncw bollus plan7 b o  
-Ap--- 



I Morano Company budgeted production arid saies at its maximum capacity of 20,000 units for 2006. Ilowevcr, 
Morano was able to produce and sell only 18,000 units for tlie year. There are no beginning or ending 
irive~itories. Oilier data [or 2006 follow: 

Budgeted fixed overhead costs $500,000 
Budgeted selling price $100 
Budgeted variable cost per unit $40 

Required 
(1)Calculate the operating income based on tlie budgeted profit per ~rnit. 5% 
(2)Compute sales-volutl~e variance, production-volume variance, and operating irwon~e volume variance. 

What do eacti o r  these variances measure? 15% 

2 Ihe Jinwa Corpo~ation sells two brantls of wine glasses: Plain and Cliic. Jir~wa provides the followirig 
il~forrnatio~~ r o ~  sales in the molitli orJune 2003: 

Static-budget total contributio~i ma~gin $5,600 
Budgeted units to be sold of all glasses in J~une 2003 2,000 units 
Budgeted cont~ibution margin per unit of Plain $2 per unit 
Butlgeted co~~tribution margill per unit of Chic $6 per u~ii  t 
Total sales-quantity variance 5 1,400 U 
Actual sales-niix percentage o r  Plain 60% 

All varia~~ces are to be coniputed in co11t1 ihutioli-~na~gin leni~s 
Required 

(1)Calculate the sales-quantity variances Tor each product for June 2003 10% 
(2)Calculate the individual p~oduct  and total sales-volume variances Tor June 2003 1 o'% 

3 Yves I ' a~fu~r~  Co~iipt~ny blends and sells designel fragrances. It has a Men's Fragrances Division and a Wonlen's 
I:rag~a~ices Division, each with diffe~ent sales strategies, d~slribution cl~annels, and product offerings. Yves is 
I IOW consideling the sale of a bundled product consistii~g of a men's cologne and a women's perfurne For the 
n~os t  recent year, Yves ~eported the following: 

ProrInct Retail Price 1 - - -  - 
2 Mo~raco (men's colog~le) $ 8 0  
3 lnnoce~lce (wo~nen's perfume) 120 
4 L'A~no~lr (Monaco -I- Innocence) 180 

F~r~Ilicr assume units sold of Monaco arid Irlnoccnce in tlie most rece~it year are: 

Monaco 30,000 1111its 
Innocence 10,000 rlnits 

L'Amourls ma~iagel-s believe that, because Monaco sells thrce limes as n;any unils ns Irinocence, L'hilour's 
sales are three till~es luore likely to be driven by Mol~aco as the primary pl.otl~~ct. 

Ilecl~~ired 
(1)Allocate reverlues fiotn the sales o r  L'Alilou~ to Monaco and Innocence using the weigllted Sliapely value 

methot1 15% 
(2)Wllat is the atlva~ltage of using tlie weigl~tetl Sl~apely value  neth hod? 5% 

4.Tlie Manes Conipany has two products. I'rodrrct I is ~nanufactured entirely in  Depart~nent X. P1.oduct 2 is 
~nali~~fackuretl entirely in Depnrl~nent Y. 'fo produce (hesc two products, the Malies Compaliy has two support 
(le.l,artliie~~ts: A (a nlaterials-hantlli~lg departmelit) and B (a powe~'-ge~lerati~~g depart~iient). 

All a~ialysis of the work done by depa~.triie~~ts A a~itl B in a typical period follows: 

Used a - ---- - 
A 13 X Y suplflk!! BY - 

ii 100 250 150 
l3 5 00 100 400 - 

4 S***&$i$,qb 


