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Exercise 17-13A  Variable costing versus absorption costing
Hume Company incurred manufacturing overhead cost for the year as follows.

Direct materials $40/unit
Direct labor $28/unit
Manufacturing overhead
Variable $12/unit
Fixed ($20/unitfor 1500 units)  $30,000
Variable selling & admin. expenses  $ 8,000
Fixed selling & admin. expenses. $16,000

‘The company produced 1,500 units and sold 1,000 of them at $180 per unit. Assume that the produc-

tion manager is paid a 2 percent bonus based on the company’s net income.

Required

5. Prepare an income statement using absorption costing.

b Prepare an income statement using variable costing.

. Determine the manager’s bonus using cach approach. Which approach would you recommend for
internal reporting and why?
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Problem 18-17A  Process cost system cost of production report

Hamby Company had 250 units of product in s work in process inventory at the beginning of the pe-

riod and started 2,000 additional units during the period. At the end of the period, 750 units were in

‘work in process inventory. The ending work in process inventory was estimated to be 60 percent com-

plete. The cost of work in process inventory at the beginning of the period was $3,420, and $27,000 of

product costs was added during the period.

Required

Prepare a cost of production report showing the following.

5. The number of equivalent units of production.

b, The product cost per equivalent unit.

. The total cost allocated between the ending Work in Process Inventory and Finished Goods Inven-
tory accounts.




image3.png
Problem 19-17A  Determining the break-even point and preparing a contribution margin
income statement

Dester Manufacturing Company makes a product that it sells for $50 per unit. The company incurs
variable manufacturing costs of $20 per unit. Variable selling expenses are $5 per unit, annual
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fixed manufacturing costs are $187,000, and fixed selling and administrative costs are $113,000 CHECK FIGURE
per year. a. 12,000 units
Required
Determine the break-even point in units and dollars using each of the following approaches.
2. Contribution margin per unit.
b. Equation method.
. Contribution margin ratio.
d. Confirm your results by preparing a contribution margin income siatement for the break-cven
sales volume.
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Exerclse 18-68  Job-order costing in a service company

Jarman Consulting Inc. provides financial and estate planning services on a retainer basis for the ex-
ccutive officers of ts corporate clients. It incurred the following labor costs on services for three cor-
porate clients during March 2006:

Direct Labor

Contract 1 $12,000
Contract 2 7,200
Contract 3 28,800
Total $48,000

Jarman allocated March overhead costs of $21,600 to the contracts based on the amount of direct la-
‘bor costs incurred on each contract.

Required

a. Assuming the revenue from Contract 3 was $65,600, what amount of income did Jarman earn
from this contract?

b. Based on the preceding information, will Jarman report finished goods inventory on its balance
sheet for Contract 17 If so, what is the amount of this inventory? If not, explain why not.






