ACTIVITY

Activity 1

Biant Machine Parts Company selects a single cost-allocation in each department for applying overhead, machine hours in machining and direct-labor in assembly.
The company’s budgeted manufacturing overhead for the machining department is $277,800.
Budgeted machine hours are 69,450.
What is the Overhead rate to be used?

Activity 2
Suppose that at the end of the year Biant had used 70,000 hours in Machining.
How much overhead was applied to Machining?
Activity 3

Suppose that Biant applied $375,000 to its products.
Also, suppose that Biant actually incurred $392,000 of actual  manufacturing overhead during the year.
How do we account for the amounts?
Activity 4

Biant prorates the $17,000 of underapplied overhead to Work-In Process (WIP), Finished Goods, and Cost of Goods Sold accounts assuming the following ending account balances:
Work-in-Process Inventory
        $155,000

Finished Goods Inventory
           $32,000

Cost of Goods Sold

       $2,480,000
 
Total



      $2,667,000
How would the  $17000 be distributed?

Activity 5

Basic Production Data at Standard Cost for Biant Factory

Direct material




$205
Direct labor




    75
Variable manufacturing overhead

    20 
Standard variable costs per unit


$300
The annual budget for fixed manufacturing overhead is $1,500,000
Budgeted production is 15,000 computers
Sales price = $500 per unit
$20 per computer is variable overhead
Fixed S&A expenses = $650,000
Sales commissions = 5% of dollar sales
Units



2010


2011

Opening inventory
     
–


  3,000
Production


17,000


14,000
Sales



14,000


16,000
Ending inventory

  3,000


  1,000
There are no variances from the standard variable manufacturing costs, and the actual fixed manufacturing overhead incurred is exactly $1,500,000. 
Calculate Profit & Loss for the 2 years 2010 – 2011 using variable and absorption costing separately.

Activity 6
Biant Company manufactures clothes washers and dryers in two divisions:
· Clothes Washer Division in Toledo (CWD)
· Clothes Dryer Division in Dayton (CDD)
Biant Corporation collects costs at the following levels in its organization:
· Corporate costs:
· Treasury costs: $600,000 interest on debt used to finance the construction of new assembly equipment which cost $4,000,000 in the Toledo Division and $2,000,000 in the Dayton Division.
· Human resources costs: $1,200,000 in recruitment and ongoing employee training and development.
· Corporate administration costs: $4,800,000    in executives salaries, rent, and general administration.
1. Calculate the direct and indirect costs?
2. Biant Corporation analysis indicates that the demand for corporate human resource management costs for recruitment and   training varies with direct labor costs. These costs are allocated to divisions on the basis of the total direct labor costs incurred  in each division. 
· Suppose direct labor costs in the Toledo Division are $1,200,000 and $1,800,000  in the Dayton Division.
· How does Biant Corporation allocate its $1,200,000 of human resources costs?
3. Corporate treasury and human resources  costs are reallocated by the  Toledo and Dayton Divisions  to Assembly.
· Corporate human resource management costs are  reallocated by the divisions                             to the Department of Human Resources.
· Division costs are reallocated to the departments within the division.
· The Toledo division of Biant Corporation   has two operating departments – Assembly  and Finishing, plus two support departments   – Maintenance and Human Resources.
· The Toledo Division management decided to reallocate the $400,000 treasury costs to the Assembly Department, and the $480,000 human resources costs to its Human Resources Department.
· Direct costs for Assembly are $1.3m and for finishing $900,000
· Maintenance direct costs are $300,000 and HR direct costs are $1,680,000

· Calculate total costs for Toledo showing breakdown?
ACTIVITY ANSWERS
Activity 1

Biant Machine Parts Company selects a single cost-allocation in each department for applying overhead, machine hours in machining and direct-labor in assembly.
The company’s budgeted manufacturing overhead for the machining department is $277,800.
Budgeted machine hours are 69,450.
What is the Overhead rate to be used?

The budgeted overhead application rate is:
$277,800 ÷ 69,450 = $4 per machine hour
Activity 2

Suppose that at the end of the year Biant had used 70,000 hours in Machining.
How much overhead was applied to Machining?
70,000 × $4 = $280,000

Activity 3

Suppose that Biant applied $375,000 to its products.
Also, suppose that Biant actually incurred $392,000 of actual  manufacturing overhead during the year.
How do we account for the amounts?
$392,000 actual 
–375,000 applied 
 $ 17,000 Underapplied 
The $375,000 becomes part of Cost of Goods Sold when the product is sold.  The $17,000 must also become an expense.
The applied overhead is $17,000  less than the amount incurred. It is: UNDER-APPLIED
This method regards the $17,000 as a reduction in current income and adds it to Cost of Goods Sold.
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Activity 4

Biant prorates the $17,000 of underapplied overhead to Work-In Process (WIP), Finished Goods, and Cost of Goods Sold accounts assuming the following ending account balances:
Work-in-Process Inventory
        $155,000

Finished Goods Inventory
           $32,000

Cost of Goods Sold

       $2,480,000
 
Total



      $2,667,000
How would the  $17000 be distributed?

$17,000 × 155/2,667 = 988 to Work-in-Process Inventory
$17,000 × 32/2,667 = $204 to Finished Goods Inventory
$17,000 × 2,480/2,667 = $15,808 to Cost of Goods Sold
Activity 5

Basic Production Data at Standard Cost for Biant Factory

Direct material




$205
Direct labor




    75
Variable manufacturing overhead

    20 
Standard variable costs per unit


$300
The annual budget for fixed manufacturing overhead is $1,500,000
Budgeted production is 15,000 computers
Sales price = $500 per unit
$20 per computer is variable overhead
Fixed S&A expenses = $650,000
Sales commissions = 5% of dollar sales
Units



2010


2011

Opening inventory
     
–


  3,000
Production


17,000


14,000
Sales



14,000


16,000
Ending inventory

  3,000


  1,000
There are no variances from the standard variable manufacturing costs, and the actual fixed manufacturing overhead incurred is exactly $1,500,000. 
Calculate Profit & Loss for the 2 years 2010 – 2011 using variable and absorption costing separately.

VARIABLE COSTING METHOD
VARIABLE COSTING METHOD
(thousands of dollars)




  2010

       

 2011

Variable expenses:
Variable manufacturing cost  of goods sold
    Opening inventory, at standard costs of $300 
     –



$  900

  Add: variable cost of goods

  manufactured at standard,

  17,000 and 14,000 units     


  5100



  4200
Available for sale, 17,000 units          


  5100

  

  5100
Ending inventory, at $300
     


    900¹



    300²
Variable manufacturing
  Cost of goods sold




$4200


                $4800
¹3,000 units × $300 = $900,000 ²1,000 units × $300 = $300,000
thousands of dollars)




       2010


  2011

Sales, 14,000 and 16,000 units



      $7,000


$8,000
Variable expenses:

Variable manufacturing

   cost of goods sold



         42001


   48001

Variable selling expenses,

   at 5% of dollar sales



             350

                     400 
Contribution margin



         
        $2,450


$2,800
Fixed expenses:

Fixed factory overhead


   
        $1,500


$1,500

Fixed selling and admin. expenses

              650

                    650
Operating income, variable costing


        $   300


$   650
1 from Cost of Goods Sold previous calculation
FIXED COSTING METHOD
The fixed-overhead rate is the amount of fixed manufacturing overhead applied to each unit of production.

Fixed Overhead Rate =  
Budgeted Fixed Manufacturing Overhead



Expected Volume of Production

$1,500,000 ÷ 15,000 = $100
(thousands of dollars)





   2010

 
   2011

Beginning inventory





$  –


$1,200
Add: Cost of goods manufactured

     at standard, of $400*



  6,800


  5,600
Available for sale





$6,800


$6,800
Deduct: Ending inventory




  1,200


    400
Cost of goods sold, at standard




$5,600


$6,400
*Variable cost


$300 
  Fixed cost


  100 
  Standard absorption cost
 $400 
thousands of dollars)





  20X7

    
   20X8
Sales







$7,000


$8,000
Cost of goods sold, at standard



                5,6001


  6,4001
Gross profit at standard





$1,400


$1,600
Production-volume variance*




    200 F


     100 U
Gross margin or gross profit “actual”



$1,600


$1,500
Selling and administrative expenses



  1,0002

 
  1,0502
Operating income, FOH  costing




$   600


$   450
Based on expected volume of production of 15,000 units:
  2010: (17,000 – 15,000) × $100 = $200,000 F
  2011: (14,000 – 15,000) × $100 = $100,000 U
1  From Cost of Goods Sold previous calculation 
2  2010  $650,000 +5%  $7000 = $1,000,000
2011  $650,000 +5% $8000  = $1,050,000
Activity 6

Biant Company manufactures clothes washers and dryers in two divisions:
· Clothes Washer Division in Toledo (CWD)
· Clothes Dryer Division in Dayton (CDD)
Biant Corporation collects costs at the following levels in its organization:
· Corporate costs:
· Treasury costs: $600,000 interest on debt used to finance the construction of new assembly equipment which cost $4,000,000 in the Toledo Division and $2,000,000 in the Dayton Division.
· Human resources costs: $1,200,000 in recruitment and ongoing employee training and development.
· Corporate administration costs: $4,800,000    in executives salaries, rent, and general administration.
Calculate the direct and indirect costs?

Division costs:                                                
                             





   Toledo               Dayton                    
Direct costs

 
Interest


400,000
200,000

$600,000
Indirect costs

 
HR


800000

400000  

$1,200,000

Corporate

3,200,000
1,600,000

$4,800,000
Total


$4,400,000
$2,200,000

$6,600,000
· Which allocation basis should Biant Corporation use to allocate treasury costs? Cost of new Assembly Department equipment.
· Treasury costs: $600,000
· Toledo Division:       $600,000 × ($4,000,000 ÷ $6,000,000)                     = $400,000
· Dayton Division:       $600,000 × ($2,000,000 ÷ $6,000,000)                     = $200,000
2. Biant Corporation analysis indicates that the demand for corporate human resource management costs for recruitment and   training varies with direct labor costs. These costs are allocated to divisions on the basis of the total direct labor costs incurred  in each division. 
· Suppose direct labor costs in the Toledo Division are $1,200,000 and $1,800,000  in the Dayton Division.
· How does Biant Corporation allocate its $1,200,000 of human resources costs?
Toledo Division:        $1,200,000 × ($1,200,000 ÷ $3,000,000)                     = $480,000
Dayton Division:        $1,200,000 × ($1,800,000 ÷ $3,000,000)                     = $720,000
3. Corporate treasury and human resources  costs are reallocated by the  Toledo and Dayton Divisions  to Assembly.
· Corporate human resource management costs are  reallocated by the divisions                             to the Department of Human Resources.
· Division costs are reallocated to the departments within the division.
· The Toledo division of Biant Corporation   has two operating departments – Assembly  and Finishing, plus two support departments   – Maintenance and Human Resources.
· The Toledo Division management decided to reallocate the $400,000 treasury costs to the Assembly Department, and the $480,000 human resources costs to its Human Resources Department.
· Direct costs for Assembly are $1.3m and for finishing $900,000

· Maintenance direct costs are $300,000 and HR direct costs are $1,680,000

· Calculate total costs for Toledo showing breakdown?
Toledo Division
Assembley








Finishing

direct costs:
$1,300,000





direct costs: 
Corporate      







$900,000
costs:

     400,000
Total costs

$1,700,000

Maintenance 






Human Resources
      direct costs:
$300,000





direct costs
$1,680,000
Corporate           
costs:

     480,000
Total costs
$2,160,000
Toledo Division $5,060,000
