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Texas Manufacturing Company produces products A, B, C, and D through a joint process. The joint costs
amount to $250,000

Units  SalesValue  Additional Costs  Sales Value
Product  Produced  at Split-Off of Processing  After Processing
A 1,500 $15,000 $7,000 $25,000
B 2,500 $50,000 $12,000 55,000
c 2,000 $45,000 $6,500 60,000
D 3,000 $65,000 15,000 75,000

If A'is processed further, profits of A will
A) Increase by $7,000

B) Increase by $3,000

C) Decrease by §7,000

D) Decrease by $3,000
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M6-10. Activities and Cost Drivers
For each of the following activities, select the most appropriate cost driver. Each cost driver may
be used only once.
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Activity

Pay vendors

Evaluate vendors

Inspect raw materials

Plan for purchases of raw materials
Packaging

Supervision

Employee training

Clean tables

Machine maintenance

Move in-process product from one work
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Cost Driver

Number of different kinds of raw materials
Number of classes offered

Number of tables

Number of employees

Number of operating hours

Number of units of raw materials received
Number of moves

Number of vendors

Number of checks issued

Number of customer orders station to the next
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Two-Stage ABC for Manufacturing
Detroit Foundry, a large manufacturer of heavy equipment components, has determined the follow-
ing activity cost pools and cost driver levels for the year:

Activity Cost Pool Activity Cost Activity Cost Driver

$660,000 12,000 setup hours
100,000 2,000 tons of materials
450,000 10,000 machine hours

Machine setup
Material handling
Machine operation

The following data are for the production of single batches of two products, C23 Cams and U2
Shafts during the month of August:

C23 Cams U2 Shafts

Units produced ... .ovviiiiiniee i iiiiiiiiiiiia e 500 300
Machine hours 4 5
Direct labor hours . . 200 400
Direct 1abor COSt . v vttt ettt iai i s $5,000 $10,000
Direct materials CoSt. . ..uvvueieruniiiiiiinenneenaennnnnnns $30,000 $20,000
Tons of materials . . 125 8
SetUP hOUIS . o ottt 3 7

Required
Determine the unit costs of C23 Cams and U2 Shafts using ABC.
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Omega Drilling LLC processes crude oil into joint products motor oil and oil by products. The crude oil cost
$1.50 per gallon. It cost $25 to convert 25 gallons of crude oil in 15 gallons of motor oil and 10 gallons of oil
by products. Oil by products can be sold immediately for $1.50 a gallon or processed further into liquid
gasoline at an additional cost of $1.25 a gallon. Liquid gasoline can then be sold for $3.25 per gallon

Required:
Determine whether oil by products should be sold or processed further into liquid gasoline





