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Part4of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]
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[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the

points awarded

eBook

References

relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-4

4. If sales increase to 1,001 units, what would be the increase in net operating income? (Round your answer to 2 decimal places.)

$ 22.50]
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Part4 of 15 s 2250
-
0/5.26
points awarded
Explanation
eBook 4
References The increase in net operating income is calculated as follows:

Contribution margin per unit (a) $22.50 per unit
Increase in unit sales (b) 1 unit
Increase in net operating income (a) x (b) $22.50
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Part 5 of 15
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eBook

References

Required information
The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

[The following information applies to the questions displayed below.]

Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-5

5. If sales decline to 900 units, what would be the net operating income?

$ 5,400
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Part 5 of 15
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points awarded Explanation

:

If sales decline to 900 units, the net operating income would be computed as follows:
eBook

References

Total Per Unit

sales (900 units) $45,000 $50.00
Variable expenses 24,750 27.50
Contribution margin 20,250  $22.50
Fixed expenses 14,850
Net operating income $ 5,400
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Required information

Part6 of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

—
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the

points awarded

eBook

References

relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-6

6. If the selling price increases by $2 per unit and the sales volume decreases by 100 units, what would be the net operating income?

$ 7,200
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Required information

Part 6 of 15
-—

0/5.26
points awarded Explanation

:

The new net operating income would be computed as follows
eBook

References

Total Per Unit

sales (900 units) $46,800 $52.00
Variable expenses 24,750 27.50
Contribution margin 22,050 $ 24.50
Fixed expenses 14,850
Net operating income $ 7,200
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Required information

Part7of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]
—
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
points awarded relevant range of production is 500 units to 1,500 units):
sales $ 50,000
variable expenses 27,500
ook Contribution margin 22,500
Fixed expenses 14,850
References Net operating income $ 7,650

Foundational 5-7

7. If the variable cost per unit increases by $1, spending on advertising increases by $1,400, and unit sales increase by 180 units, what
would be the net operating income?

$ 9,120]
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Required information

Part7 of 15
—

0/5.26
points awarded Explanation

;

The new net operating income would be computed as follows
eBook

References

Total Per Unit

sales (1,180 units) $59,000 $50.00
Variable expenses 33,630 28.50
Contribution margin 25,370 $21.50
Fixed expenses 16,250
Net operating income $ 9,120
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Part8of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

—
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the

points awarded

eBook

References

relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-8

8. What is the break-even point in unit sales?
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The equation method yields the break-even point in unit sales, Q, as follows

References

Profit
$0
$0

$22.50Q
Q
Q
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Unit CM x Q - Fixed expenses
($50.00 - $27.50) x Q - $14,850
($22.50) x Q - $14,850

$14,850

$14,850 + $22.50

660 units
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Required information

Part9 of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

-
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the

points awarded

eBook

References

relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-9

9. What is the break-even point in dollar sales?
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9 °Required information

Part 9 of 15
-

0/5.26 Explanation
points awarded

eBook

The equation method yields the dollar sales to break-even as follows:

References . . :
Profit = (M ratio x Sales - Fixed expenses

$0 = 0.45 x Sales - $14,850
0.45 x Sales = $14,850
Sales = $14,850 = 0.45
Sales = $33,000

The dollar sales to break-even ($33.000) can also be computed by multiplying the selling price per unit ($50) by the unit sales to break-even (660
units).
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eBook

References

Required information
The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

[The following information applies to the questions displayed below.]

Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-10

10. How many units must be sold to achieve a target profit of $13,500?

1,260
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1,260
Part 10 of 15
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points awarded

Scored .
Explanation

10.
eBook
The equation method yields the target profit as follows:
References
Profit = Unit CM x Q - Fixed expenses
$13,500 = ($50.00 - $27.50) x Q - $14,850
$13,500 = ($22.50) x Q - $14,850
$22.50Q = $28,350
Q = $28,350 + $22.50
Q = 1,260 units
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Part110f 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

——
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
points awarded relevant range of production is 500 units to 1,500 units):
sales $ 50,000
variable expenses 27,500
ook Contribution margin 22,500
Fixed expenses 14,850
References Net operating income $ 7,650

Foundational 5-11

11. What is the margin of safety in dollars? What is the margin of safety percentage?

of safety in dollars $ 17,000
= 3 =1
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Foundational 5-11

Part11of1s 11. What is the margin of safety in dollars? What is the margin of safety percentage?

——

0/5.26 "

points awarded Margin of safety in dollars $ 17,000
Margin of safety percentage 34| %

eBook

References

Explanation
n

The margin of safety in dollars is calculated as follows

sales $ 50,000
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The margin of safety in dollars is calculated as follows
0/5.26

points awarded

sales $ 50,000

Break-even sales (at 660 units) 33,000

Book D —

eroe Margin of safety (in dollars) $ 17,000
References .

The margin of safety as a percentage of sales is calculated as follows

Margin of safety (in dollars) (a) $17,000
sales (b) $ 50,000
Margin of safety percentage (a) + (b) 34%
@
" 12 13
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eBook

References

Required information
The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

[The following information applies to the questions displayed below.]

Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-12

12. What is the degree of operating leverage? (Round your answer to 2 decimal places.)

2.94]

=23
13

14 15 of 19 Next >

< Prey 12

5 PM

11/2/2018




image25.png
X @ Photos - Google Photos

@ iConnect - Home x [ cHsHW

@ https://newconnect.mheducation.com/flow/connect.html

< (&

Submitted

CH5HW @

12 EAlInASTIARST o
°Required information

12, WAL IS LIS USYITE Ul UPEIallly ISVEIaye: (ROUINU yOUl diiswer W0 £ UStinal places,)

2.94]

Part12 of 15
i

0/5.26
points awarded

Explanation
eBook 12
References The degree of operating leverage is calculated as follows:

Contribution margin (a) $22,500
Net operating income (b) $ 7,650
2.94

Degree of operating leverage (a) + (b)
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Required information
Part13of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

ca——a
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
points awarded relevant range of production is 500 units to 1,500 units):
sales $ 50,000
variable expenses 27,500
ook Contribution margin 22,500
Fixed expenses 14,850
References Net operating income $ 7,650

Foundational 5-13

13. Using the degree of operating leverage, what is the estimated percent increase in net operating income of a 5% increase in sales?
(Round your intermediate calculations and final answer to 2 decimal places.)
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Part13 of 15
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eBook

Explanation

13

References A 5% increase in sales should result in a 1470% increase in net operating income, computed as follows:

Degree of operating leverage (a) 2.94
Percent increase in sales (b) 5%
14.70%

Percent increase in net operating income (a) x (b)
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Required information
The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

[The following information applies to the questions displayed below.]

Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-14

14. Assume that the amounts of the company’s total variable expenses and total fixed expenses were reversed. In other words, assume
that the total variable expenses are $14,850 and the total fixed expenses are $27,500. Under this scenario and assuming that total
sales remain the same, what is the degree of operating leverage? (Round your answer to 2 decimal places.)

4.59]
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1 4 °Required information

Part14 of 15
-

0/5.26
points awarded

Explanation
eBook 14
References The degree of operating leverage is calculated as follows:
Contribution margin ($50,000 - $14,850) (a) $ 35,150
Net operating income (b) $ 7,650
Degree of operating leverage (a) + (b) 4.59
®
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Part 15 of 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

-
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
points awarded relevant range of production is 500 units to 1,500 units):
sales $ 50,000
variable expenses 27,500
ook Contribution margin 22,500
Fixed expenses 14,850
References Net operating income $ 7,650

Foundational 5-15

15. Assume that the amounts of the company’s total variable expenses and total fixed expenses were reversed. In other words, assume
that the total variable expenses are $14,850 and the total fixed expenses are $27,500. Given this scenario and assuming that total
sales remain the same. Using the degree of calculated operating leverage, what is the estimated percent increase in net operating
income of a 5% increase in sales? (Round your intermediate calculations and final answer to 2 decimal places.)
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Foundational 5-15

Part15 of 15

-
15. Assume that the amounts of the company’s total variable expenses and total fixed expenses were reversed. In other words, assume

that the total variable expenses are $14,850 and the total fixed expenses are $27,500. Given this scenario and assuming that total
0/5.26 sales remain the same. Using the degree of calculated operating leverage, what is the estimated percent increase in net operating

points awarded ~ income of a 5% increase in sales? (Round your intermediate calculations and final answer to 2 decimal places.)

eBook
References
Explanation
15
The degree of operating leverage is calculated as follows:
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Explanation
Part 15 of 15 15
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The degree of operating leverage is calculated as follows:
0/5.26

points awarded

Contribution margin ($50,000 - $14,850) (a) $ 35,150

Net operating income (b) $ 7,650
8ok Degree of operating leverage (a) : (b) 4.59

References

A 5% increase in sales should result in a 22.95% increase in net operating income, computed as follows

Degree of operating leverage (a) 4.59
Percent increase in sales (b) 5%
Percent increase in net operating income (a) x (b) 22.95%
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Problem 5-20 CVP Applications: Break-Even Analysis; Cost Structure; Target Sales [LO5-1, LO5-3, LO5-4,
LO5-5, LO5-6, LO5-8]

16

0/5.26
points awarded  Northwood Company manufactures basketballs. The company has a ball that sells for $25. At present, the ball is manufactured in a
small plant that relies heavily on direct labor workers. Thus, variable expenses are high, totaling $15.00 per ball, of which 60% is direct
Scored
- labor cost.
Last year, the company sold 32,000 of these balls, with the following results:
eBook
References sales (32,000 balls) $ 800,000
Variable expenses 480,000
Contribution margin 320,000
Fixed expenses 211,000
Net operating income $ 109,000
"
Required:

1. Compute (a) last year's CM ratio and the break-even point in balls, and (b) the degree of operating leverage at last year’s sales level
2. Due to an increase in labor rates, the company estimates that next year's variable expenses will increase by $3.00 per ball. If this
change takes place and the selling price per ball remains constant at $25.00, what will be next year's CM ratio and the break-even
point in balls?

3. Refer to the data in (2) above. If the expected change in variable expenses takes place, how many balls will have to be sold next
year to earn the same net operating income, $109,000, as last year?

4. Refer again to the data in (2) above. The president feels that the company must raise the selling price of its basketballs. If
Northwood Company wants to maintain the same CM ratio as last year (as computed in requirement 1a), what selling price per ball
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1 6 4. Refer again to the data in (2) above. The president feels that the company must raise the selling price of its basketballs. If a

Northwood Company wants to maintain the same CM ratio as last year (as computed in requirement 1a), what selling price per ball
must it charge next year to cover the increased labor costs?

5. Refer to the original data. The company is discussing the construction of a new, automated manufacturing plant. The new plant
would slash variable expenses per ball by 40.00%, but it would cause fixed expenses per year to double. If the new plant is built, what

0/5.26 would be the company’s new CM ratio and new break-even point in balls?

points awarded 6. Refer to the data in (5) above.
a. If the new plant is built, how many balls will have to be sold next year to earn the same net operating income, $109,000, as last year?

b. Assume the new plant is built and that next year the company manufactures and sells 32,000 balls (the same number as sold last
year). Prepare a contribution format income statement and Compute the degree of operating leverage.

eBook
Complete this question by entering your answers in the tabs below.
References

Req 1 Req 2 Req 3 Req 4 Req 5 Req 6A Req 68

Compute (a) last year's CM ratio and the break-even point in balls, and (b) the degree of operating leverage at last year’s
sales level. (Round "Unit sales to break even" to the nearest whole unit and other answers to 2 decimal places.)

CM Ratio 40.00| %
Unit sales to break even 21,100( balls
Degree of operating leverage 2.94
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v < 16 of 19
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Complete this question by entering your answers in the tabs below.

a % w B Ry

0/100 Total points awarded  Help ~ Exit

= e

0/5.26
points awarded Req 1 Reg 2 Req 3 Req 4 Req 5 Req 6A Req 6B
.
Due to an increase in labor rates, the company estimates that next year's variable expenses will increase by $3.00 per ball. If
this change takes place and the selling price per ball remains constant at $25.00, what will be next year's CM ratio and the
eBook break-even point in balls? (Round "CM Ratio" to 2 decimal places and "Unit sales to break even" to the nearest whole unit.)
References
CM Ratio 28.00+ %
Unit sales to break even 30,143 balls
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year). Frepare a Contriputon Tormat INCome Statement ana LOMpuUIe tne aegree of operating leverage.

16

Complete this question by entering your answers in the tabs below.

0/5.26
points awarded Req 1 Req 2 Req 3 Req 4 Req 5 Req 6A Req 6B
Refer to the data in Required (2). If the expected change in variable expenses takes place, how many balls will have to be
sold next year to earn the same net operating income, $109,000, as last year? (Round your answer to the nearest whole
unit.)
eBook

References [Numperorbais [ 45714
< Req2 Req4 >

Explanation

1
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Required information

Part10f 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]
.
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the
points awarded relevant range of production is 500 units to 1,500 units):
sales $ 50,000
variable expenses 27,500
ook Contribution margin 22,500
Fixed expenses 14,850
References Net operating income $ 7,650

Foundational 5-1

Required:
1. What is the contribution margin per unit? (Round your answer to 2 decimal places.)

$ 22.50

13
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year). Frepare a Contriputon Tormat INCome Statement ana LOMpuUIe tne aegree of operating leverage.

16

Complete this question by entering your answers in the tabs below.

0/5.26

points awarded Req 1 Req 2 Req 3 Req 4 Req 5 Req 6A Req 6B
Refer again to the data in Required (2). The president feels that the company must raise the selling price of its basketballs. If
Northwood Company wants to maintain the same CM ratio as last year (as computed in requirement 1a), what selling price
per ball must it charge next year to cover the increased labor costs? (Round your answer to 2 decimal places.)

eBook

References [ SCHNGIPHCENININ S 30.00-
< Req3 Req5 >

Explanation
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16

Complete this question by entering your answers in the tabs below.

0/5.26
points awarded Req 1 Req 2 Req 3 Req 4 Req 5 Req 6A Req 6B
Refer to the original data. The company is discussing the construction of a new, automated manufacturing plant. The new
plant would slash variable expenses per ball by 40.00%, but it would cause fixed expenses per year to double. If the new
eBook plant is built, what would be the company’s new CM ratio and new break-even point in balls? (Round "CM Ratio" to 2 decimal
places and "Unit sales to break even" to the nearest whole unit.)
References Crar e
CM Ratio 64.00~ %
Unit sales to break even 26,375+2| balls
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1 ( i year). Frepare a Contriputon Tormat INCome Statement ana LOMpuUIe tne aegree of operating leverage.

Complete this question by entering your answers in the tabs below.

0/5.26
points awarded Req 1 Req 2 Req 3 Req 4 Req 5 Req 6A Req 6B
If the new plant is built, how many balls will have to be sold next year to earn the same net operating income, $109,000, as

last year? (Round your answer to the nearest whole unit.)

eBook
References
< Req5 Req6B >

Explanation

1
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1 ( i year). Frepare a Contriputon Tormat INCome Statement ana LOMpUTe tne aegree of operating leverage.

Complete this question by entering your answers in the tabs below.

0/5.26
points awarded

eBook

Req 1 Req 2 Req 3 Req 4 Req 5 Req 6A Req 68

Assume the new plant is built and that next year the company manufactures and sells 32,000 balls (the same number as sold
last year). Prepare a contribution format income statement and Compute the degree of operating leverage. (Round "Degree of
operating leverage" to 2 decimal places.)

References

B [ s wow
/ariable expenses ‘ 288,000+
512,000

422,000

Contribution margin

ixed expenses ‘

let operating income

I!
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0/5.26
points awarded a
Selling price $ 25.00 100 %
Variable expenses 15.00  60.00 %
eBook Contribution margin $ 10.00 40.00 %

References r

Profit = Unit CM x Q - Fixed expenses
$0 = $10.00 x Q - $211,000
$10.00Q = $211,000
Q= $211,000 : $10.00
Q= 21,100 balls

The degree of operating leverage is
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The degree of operating leverage s
0/5.26
points awarded . Contribution margin
Degree of operating leverage = =
Net operating income
$320,000
- - 2.94 (rounded
eBook $109,000 ( )
References
2

The new CM ratio will be:

Selling price $ 25.00  100%
18.00 72.00 %

Variable expenses
Contribution margin $ 7.00 28.00%
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16 Contribution margin $ 7.00 28.00%

0/5.26 The new break-even point will be:

points awarded
Profit = Unit CM x Q - Fixed expenses
$0 = $7.00 x Q - $211,000
eBook $7.00Q = $211,000
Q= $211,000 + $7.00

Ref
eferences Q= 30,143 balls

Profit = Unit CM x Q - Fixed expenses
$109,000 = $7.00 x Q - $211,000
$7.00Q = $109,000 + $211,000
Q= $320,000 + $7.00
Q= 45,714 balls (rounded)

The contribution margin ratio last year was 40.00%. If we let P equal the new selling price, then o
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The contribution margin ratio last year was 40.00%. If we let P equal the new selling price, then

0/5.26
points awarded

- P = $18.00 + 0.4000P
Scored
0.6000P = $18.00

P = $18.00 + 0.6000

P = $30.00
eBook
References
To verify: Selling price $ 30.00 100 %
Variable expense 18.00  60.00 %
Contribution margin $ 12.00 40.00 %

Therefore, to maintain a 40.00% CM ratio, a $3.00 increase in variable costs would require a $5.00 increase in the selling price

The new CM ratio would be v
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0/5.26 The new CM ratio would be:
points awarded
I Selling price $25.00 100 %
Variable expenses 9.00* 36.00 %
References Contribution margin $16.00 64.00 %

*$15.00 — ($15.00 x 40.00%) = $9.00

The new break-even point would be:

Profit = Unit CM x Q - Fixed expenses
$0 = $16.00 x Q - ($211,000 x 2)
$16.00Q = $422,000
Q= $422,000 : $16.00
Q= 26,375 balls
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0/5.26 Profit = Unit CM x Q - Fixed expenses
points awarded $109,000 = $16.00 x Q - $422,000
$16.00Q = $109,000 + $422,000

Q= $531,000 : $16.00
Q= 33,188 balls

eBook

References

Sales: (32,000 balls x $25 per ball) = $800,000

Variable expenses: (32.000 balls x $9.00 per ball) = $288,000

@ Photos - Google Photos

Submitted

Contribution margin

Degree of operating leverage

$512,000
B $90,000
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Part10f 15
.
0/5.26 Explanation

points awarded

1
The contribution margin per unit is calculated as follows

eBook
References
Total contribution margin (a) $22,500
Total units sold (b) 1,000 units
$ 22.50 per unit

Contribution margin per unit (a) + (b)

The contribution margin per unit ($22.50) can also be derived by calculating the selling price per unit of $50 (= $50,000 = 1,000 units) and deducting
the variable expense per unit of $27.50 (= $27,500 = 1,000 units)
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Problem 5-21 Sales Mix; Multiproduct Break-Even Analysis [LO5-9]

0/5.26 Gold Star Rice, Ltd., of Thailand exports Thai rice throughout Asia. The company grows three varieties of rice—White, Fragrant, and
points awarded  Loonzain. Budgeted sales by product and in total for the coming month are shown below:

white Fragrant Loonzain Total
Percentage of total sales 28 % 20% 2% 100 %
sales $ 326,400  100% $ 136,000 100% $ 217,600  100% $ 680,000 100 %
eBook Variable expenses 97,920 0% 108,800 80 % 119,680 55 % 326,400 48 %
Contribution margin $ 228,480 70% $ 27,200 20% $ 97,920 45% 353,600 52%
References X
Fixed expenses 232,960

Net operating income

_ _ Fixed expenses  _ _$232,960 _
Dollar sales to break-even = O ratio = 2.52 = $448,000

As shown by these data, net operating income is budgeted at $120,640 for the month and the estimated break-even sales is
$448,000.

Assume that actual sales for the month total $680,000 as planned. Actual sales by product are: White, $217,600; Fragrant, $272,000;
and Loonzain, $190,400.

Required:
1. Prepare a contribution format income statement for the month based on the actual sales data.
2. Compute the break-even point in dollar sales for the month based on vour actual data v
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and Loonzain, $190,400.

Required:
1. Prepare a contribution format income statement for the month based on the actual sales data.
2. Compute the break-even point in dollar sales for the month based on your actual data.

Complete this question by entering your answers in the tabs below.

Required 2

a * w.

0/100 Total points awarded

Help  Exit

Prepare a contribution format income statement for the month based on the actual sales data.

Percentage of total sales 32| % 40( % 28(%

100 %

Sales ‘v $ 217,600 100|% [ $ 272,000 100|% [ $ 190,400 100

%[ $ 680,000 -
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17 and Loonzain, $190,400. -
Required:
1. Prepare a contribution format income statement for the month based on the actual sales data.
0/5.26 2. Compute the break-even point in dollar sales for the month based on your actual data.
points awarded
eBook
References Percentage of total sales 32| % 40( % 28(% 100( %
Sales ~[ $ 217,600 100|% [ $ $ 190,400 100|% [ $ 680,000
‘ariable expenses - 65,280 30{ % 217,600 104,720 55( % 387,600
Contribution margin - $ 152,320 70|% $ 54,400 20|% $ 85,680 45|% E 292,4005
ixed expenses - 232,960
let operating income ‘ - $ 59,440
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Required:
1. Prepare a contribution format income statement for the month based on the actual sales data.

0/5.26 2. Compute the break-even point in dollar sales for the month based on your actual data.

points awarded

eBook
References f total sales 32| % 40| % 28| % 100 %

100{% [ $ 272,000 100(% [ $ 190,400 100|% [ $ 680,000 100 %
:nses ‘v 30{ % 217,600 80( % 104,720 55( % 387,600 57| %
margin ‘v $ 152,320 70|% $ 54,400 20|% $ 85,680 45|% E 292,400 43|%
es \- 232,960
| income |~ $ 59,440
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Required:
1. Prepare a contribution format income statement for the month based on the actual sales data.

0/5.26 2. Compute the break-even point in dollar sales for the month based on your actual data

points awarded

Complete this question by entering your answers in the tabs below.
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0/5.26 Explanation

points awarded
1

Total contribution margin: $292.400 = $680,000 = 43%

eBook

References

2

Break-even sales would be:

Fixed expenses
Dollar sales to break even = p.
CM ratio

232,960
P

0.43
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Problem 5-22 CVP Applications; Contribution Margin Ratio; Break-Even Analysis; Cost Structure [LO5-1,
LO5-3, LO5-4, LO5-5, LO5-6]

18

0/5.26
points awarded  Due to erratic sales of its sole product—a high-capacity battery for laptop computers—PEM, Inc., has been experiencing financial
difficulty for some time. The company’s contribution format income statement for the most recent month is given below:
corex
Sales (13,000 units x $20 per unit) $ 260,000
cBook Variable expenses 130,000
Contribution margin 130,000
References Fixed expenses 145,000
Net operating loss $ (15,000)
"
Required:

1. Compute the company’s CM ratio and its break-even point in unit sales and dollar sales

2. The president believes that a $6,700 increase in the monthly advertising budget, combined with an intensified effort by the sales
staff, will result in an $87,000 increase in monthly sales. If the president is right, what will be the increase (decrease) in the company’s
monthly net operating income?

3. Refer to the original data. The sales manager is convinced that a 10% reduction in the selling price, combined with an increase of
$36,000 in the monthly advertising budget, will double unit sales. If the sales manager is right, what will be the revised net operating
income (loss)?

4. Refer to the original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would grow
sales. The new package would increase packaging costs by 0.60 cents per unit. Assuming no other changes, how many units would
have to be sold each month to attain a target profit of $4,3007

5. Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses
imrlA immranaA s €EAAAA ASnh maanth
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1 8 4. VRreferr‘térti{e original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would grow -

sales. The new package would increase packaging costs by 0.60 cents per unit. Assuming no other changes, how many units would
have to be sold each month to attain a target profit of $4,3007
5. Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses
would increase by $60,000 each month
a. Compute the new CM ratio and the new break-even point in unit sales and dollar sales.
b. Assume that the company expects to sell 20,200 units next month. Prepare two contribution format income statements, one
assuming that operations are not automated and one assuming that they are. (Show data on a per unit and percentage basis, as well
as in total, for each alternative.)

c. Would you recommend that the company automate its operations (Assuming that the company expects to sell 20,200)?

0/5.26
points awarded

eBook

References Complete this question by entering your answers in the tabs below.

Req 1 Req 2 Req 3 Req 4 Req 5A Req 5B Req 5C

Compute the company’s CM ratio and its break-even point in unit sales and dollar sales. (Do not round intermediate
calculations.)

CM ratio 50| %
Break-even point in unit sales 14,500
Break-even point in dollar sales $ 290,000
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v < 18 of 19
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1 8 4. VRreferr‘térti{e original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would grow -

sales. The new package would increase packaging costs by 0.60 cents per unit. Assuming no other changes, how many units would
have to be sold each month to attain a target profit of $4,3007
5. Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses
would increase by $60,000 each month
a. Compute the new CM ratio and the new break-even point in unit sales and dollar sales.
b. Assume that the company expects to sell 20,200 units next month. Prepare two contribution format income statements, one
assuming that operations are not automated and one assuming that they are. (Show data on a per unit and percentage basis, as well
as in total, for each alternative.)

c. Would you recommend that the company automate its operations (Assuming that the company expects to sell 20,200)?

0/5.26
points awarded

eBook

References Complete this question by entering your answers in the tabs below.

Req 1 Req 2 Req 3 Req 4 Req 5A Req 5B Req 5C

The president believes that a $6,700 increase in the monthly advertising budget, combined with an intensified effort by the
sales staff, will result in an $87,000 increase in monthly sales. If the president is right, what will be the increase (decrease) in
the company’s monthly net operating income? (Do not round intermediate calculations.)

hncreases - $ 36,800
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1 8 4. VRreferr‘térti{e original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would grow -

sales. The new package would increase packaging costs by 0.60 cents per unit. Assuming no other changes, how many units would
have to be sold each month to attain a target profit of $4,3007
5. Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses
would increase by $60,000 each month
a. Compute the new CM ratio and the new break-even point in unit sales and dollar sales.
b. Assume that the company expects to sell 20,200 units next month. Prepare two contribution format income statements, one
assuming that operations are not automated and one assuming that they are. (Show data on a per unit and percentage basis, as well
as in total, for each alternative.)

c. Would you recommend that the company automate its operations (Assuming that the company expects to sell 20,200)?

0/5.26
points awarded

eBook

References Complete this question by entering your answers in the tabs below.

Req 1 Req 2 Req 3 Req 4 Req 5A Req 5B Req 5C

Refer to the original data. The sales manager is convinced that a 10% reduction in the selling price, combined with an
increase of $36,000 in the monthly advertising budget, will double unit sales. If the sales manager is right, what will be the
revised net operating income (loss)? (Losses should be entered as a negative value.)
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Part20f 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

-
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the

points awarded

eBook

References

relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-2

2. What is the contribution margin ratio?

153
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1 8 4. VRreferr‘térti{e original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would grow -

sales. The new package would increase packaging costs by 0.60 cents per unit. Assuming no other changes, how many units would
have to be sold each month to attain a target profit of $4,3007
5. Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses
would increase by $60,000 each month
a. Compute the new CM ratio and the new break-even point in unit sales and dollar sales.
b. Assume that the company expects to sell 20,200 units next month. Prepare two contribution format income statements, one
assuming that operations are not automated and one assuming that they are. (Show data on a per unit and percentage basis, as well
as in total, for each alternative.)

c. Would you recommend that the company automate its operations (Assuming that the company expects to sell 20,200)?

0/5.26
points awarded

eBook

References Complete this question by entering your answers in the tabs below.

Req 1 Req 2 Req 3 Req 4 Req 5A Req 5B Req 5C

Refer to the original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would
grow sales. The new package would increase packaging costs by 60 cents per unit. Assuming no other changes, how many
units would have to be sold each month to attain a target profit of $4,300? (Do not round intermediate calculations. Round
final answer to the nearest whole unit.)
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1 8 4. VRreferr‘térti{e original data. The Marketing Department thinks that a fancy new package for the laptop computer battery would grow -

sales. The new package would increase packaging costs by 0.60 cents per unit. Assuming no other changes, how many units would
have to be sold each month to attain a target profit of $4,3007
5. Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses
would increase by $60,000 each month
a. Compute the new CM ratio and the new break-even point in unit sales and dollar sales.
b. Assume that the company expects to sell 20,200 units next month. Prepare two contribution format income statements, one
assuming that operations are not automated and one assuming that they are. (Show data on a per unit and percentage basis, as well
as in total, for each alternative.)

c. Would you recommend that the company automate its operations (Assuming that the company expects to sell 20,200)?

0/5.26
points awarded

eBook

References Complete this question by entering your answers in the tabs below.

Req 1 Req 2 Req 3 Req 4 Req SA Req 5B Req 5C

Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed
expenses would increase by $60,000 each month. Compute the new CM ratio and the new break-even point in unit sales and
dollar sales. (Round "CM ratio" to the nearest whole percent and other answers to the nearest whole number.)

CM ratio 65| %
Break-even point in unit sales 15,769
Break-even point in dollar sales $ 315,385+
N ____ _ | hd
v < 18 of 19
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Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed expenses would increase
by $60,000 each month. Assume that the company expects to sell 20,200 units next month. Prepare two contribution format income
statements, one assuming that operations are not automated and one assuming that they are. (Show data on a per unit and percentage basis,
as well as in total, for each alternative.) (Do not round your intermediate calculations. Round your percentage answers to the nearest whole
0/5.26 number.)
points awarded

Show lessa

eBook

References
ales ~[$ 404,000 $ 20, 100|% [ $ 404,000 $ 20 100 %
/ariable expenses - 202,000 10| 50| % 141,400 7 3541 %
ontribution margin - 202,000 5 $ 10 50|% 262,600 5 $ 13 65+-1|%
ixed expenses - 145,000 205,000
et operating income |~jg$ 57,000 B 57,600
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1 8 Complete this question by entering your answers in the tabs below. -
Req 2 Req 3 Req 4 Req 5A Req 5B Req 5C

0/5.26 HEd
points awarded

Refer to the original data. By automating, the company could reduce variable expenses by $3 per unit. However, fixed
expenses would increase by $60,000 each month. Would you recommend that the company automate its operations

(Assuming that the company expects to sell 20,200)?

eBook @es

OnNo
References
< Req5B
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Explanation

1
0/5.26
points awarded The CM ratio is 50%.

Percent of

eBook Total  Per Unit  Sales
References Sales (13,000 units) $ 260,000 $ 20.00 100%
Variable expenses 130,000 10.00 50%
Contribution margin $ 130,000 $ 10.00 50%

The break-even point s

Profit = Unit CM x Q - Fixed expenses
$0 = ($20 - $10) x Q - $145,000
$0 = ($10) x Q - $145,000
$10Q = $145,000
Q= $145,000 + $10 -
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Profit = Unit CM x Q - Fixed expenses
$0 = ($20 - $10) x Q - $145,000
$0 = ($10) x Q - $145,000

$10Q = $145,000
Q= $145,000 + $10

Q= 14,500 units

eBook 14,500 units x $20 per unit = $290,000 in sales

0/5.26
points awarded

References

Incremental contribution margin:

$87,000 increased sales x 0.50 CM ratio $ 43,500
Less increased advertising cost 6,700
Increase in monthly net operating income $ 36,800

Since the company is now showing a loss of $15,000 per month, if the changes are adopted, the loss will turn into a profit of $21.800 each month
($36.800 - $15.000 = $21,800)
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3
0/5.26 Sales (26,000 units @ $18.00 per unit*) $ 468,000
points awarded Variable expenses
(26,000 units @ $10 per unit) $ 260,000
core B
Contribution margin 208,000
Fixed expenses ($145,000 + $36,000) 181,000
- Net operating income $ 27,000
"
References

*$20.00 - ($20.00 x 010) = $18.00

Profit = Unit CM x Q - Fixed expenses
$4,300 = ($20.00 - $10.60%) x Q - $145,000
$4,300 = ($9.40) x Q - $145,000
$9.40Q = $149,300
Q= $149,300 + $9.40
Q = 15,883 units
*$10.00 + $0.60 = $10.60.
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0/5.26 The new CM ratio would be

points awarded

Percent of

Per Unit  Sales
eBook sales $ 20.00 100 %
Variable expenses 7.00 35 %

References
Contribution margin $ 13.00 65 %

The new break-even point would be:

. Fixed expenses
Unit sales to break even = - — -
Unit contribution margin

$145,000 + $60,000
$13.00

Next >
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Fixed
0/5.26 Unit sales to break even = T IXeC Xpenses
points awarded Unit contribution margin
~ $145,000 + $60,000
- $13.00
eBook
References
- 15,769 units

Fixed expenses
CM ratio

Dollar sales to break even

$145,000 + $60,000
0.65

= $315,385
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Dollar sales to break even = e
CM ratio

_ $145,000 + $60,000

0/5.26 0.65
points awarded

eBook

References
Whether or not the company should automate its operations depends on how much risk the company is willing to take and on prospects for future

sales. The proposed changes would increase the company’s fixed costs and its break-even point. However, the changes would also increase the
company’s CM ratio (from 0.50 to 0.65). The higher CM ratio means that once the break-even point is reached, profits will increase more rapidly than at
present. If 20,200 units are sold next month, for example, the higher CM ratio will generate $600 (= $57.600 — $57.000)more i profits than if no
changes are made.

The greatest risk of automating s that future sales may drop back down to present levels (only 13,000 units per month), and as a result, losses will be
even larger than at present due to the company's greater fixed costs. (Note the problem states that sales are erratic from month to month.) In sum, the
proposed changes will help the company if sales continue to trend upward in future months; the changes will hurt the company if sales drop back
down to or near present levels
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0/5.26
points awarded

Explanation
eBook 2
References The contribution margin ratio is calculated as follows:

Total contribution margin (a) $ 22,500
Total sales (b) $ 50,000
Contribution margin ratio (a) + (b) 45%
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Problem 5-23 CVP Applications; Contribution Margin Ratio: Degree of Operating Leverage [LO5-1, LO5-
3, LO5-4, LO5-5, LO5-8]

19

0/5.32
points awarded  Feather Friends, Inc., distributes a high-quality wooden birdhouse that sells for $120 per unit. Variable expenses are $60.00 per unit,
and fixed expenses total $180,000 per year. Its operating results for last year were as follows:
corex
sales $ 3,000,000
cBook Variable expenses 1,500,000
Contribution margin 1,500,000
References Fixed expenses 180,000
Net operating income $ 1,320,000
"
Required:

Answer each question independently based on the original data:

1. What is the product's CM ratio?
2. Use the CM ratio to determine the break-even point in dollar sales.
3. If this year's sales increase by $57,000 and fixed expenses do not change, how much will net operating income increase?

4-a. What is the degree of operating leverage based on last year's sales?
4-b. Assume the president expects this year's sales to increase by 13%. Using the degree of operating leverage from last year, what
percentage increase in net operating income will the company realize this year?

5. The sales manager is convinced that a 13% reduction in the selling price, combined with a $76,000 increase in advertising, would

fmmrAnnA thin saadls it calas e DB/
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5. The sales manager is convinced that a 13% reduction in the selling price, combined with a $76,000 increase in advertising, would
increase this year's unit sales by 25%.
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?

1 9 percentage increase in net operating income will the company realize this yéar?

0/5.32 b. Do you recommend implementing the sales manager's suggestions?
points awarded
6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He
thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
president increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?
eBook
References Complete this question by entering your answers in the tabs below.

Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

What is the product’s CM ratio?
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1 9 increase this year's unit sales by 25%.
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?
b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He

0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

Use the CM ratio to determine the break-even point in dollar sales. (Do not round intermediate calculations.)
< Req1 Req3 >
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1 9 increase this year's unit sales by 25%.
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?
b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He

0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

If this year's sales increase by $57,000 and fixed expenses do not change, how much will net operating income increase?

< Req2 Req4A >
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1 9 increase this year's unit sales by 25%. -
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?

b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He
0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Reg 1 Req 2 Reg 3 Req 4A Req 4B Reg 5A Req 5B Req 6

What is the degree of operating leverage based on last year's sales? (Round intermediate calculations and final answers to 2
decimal places.)

19 of 19
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1 9 increase this year's unit sales by 25%. -
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?

b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He
0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

Assume the president expects this year's sales to increase by 13%. Using the degree of operating leverage from last year,
what percentage increase in net operating income will the company realize this year? (Round intermediate calculations and

final answer to 2 decimal places.)

< Req4A Req5A >

19 of 19
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1 9 increase this year's unit sales by 25%. -
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?

b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He
0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

The sales manager is convinced that a 13% reduction in the selling price, combined with a $76,000 increase in advertising,
would increase this year's unit sales by 25%. If the sales manager is right, what would be this year's net operating income if
his ideas are implemented? (Do not round intermediate calculations.)

< Req4B Req5B >

19 of 19
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1 9 increase this year's unit sales by 25%. -
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?

b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He
0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

The sales manager is convinced that a 13% reduction in the selling price, combined with a $76,000 increase in advertising,
would increase this year's unit sales by 25%. Do you recommend implementing the sales manager's suggestions?

Yes
No
o < 19 of 19
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1 9 increase this year's unit sales by 25%
a. If the sales manager is right, what would be this year's net operating income if his ideas are implemented?
b. Do you recommend implementing the sales manager's suggestions?

6. The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per unit. He

0/5.32 thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How much could the
ponts awarded  yresident increase this year's advertising expense and still earn the same $1,320,000 net operating income as last year?

eBook

Complete this question by entering your answers in the tabs below.

References Req 1 Req 2 Req 3 Req 4A Req 4B Req 5A Req 5B Req 6

The president does not want to change the selling price. Instead, he wants to increase the sales commission by $1.80 per
unit. He thinks that this move, combined with some increase in advertising, would increase this year's sales by 25%. How
much could the president increase this year's advertising expense and still earn the same $1,320,000 net operating income as
last year?

Show lessa
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Explanation

0/5.32 |
points awarded

The CM ratio is 50%:

eBook
$120.00 100 %
60.00 50 %

$ 60.00 50 %

References .
sales price
Variable expenses

Contribution margin

Fixed expenses
Dollar sales to break even = p.
CM ratio

180,000
¢ = $360,000
0.50
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Part30f 15 The Foundational 15 [LO5-1, LO5-3, LO5-4, LO5-5, LO5-6, LO5-7, LO5-8]

-
[The following information applies to the questions displayed below.]

0/5.26 Oslo Company prepared the following contribution format income statement based on a sales volume of 1,000 units (the

points awarded

eBook

References

relevant range of production is 500 units to 1,500 units):

sales $ 50,000
variable expenses 27,500
Contribution margin 22,500
Fixed expenses 14,850
Net operating income $ 7,650

Foundational 5-3

3. What is the variable expense ratio?

15
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2 PM

11/2/2018




image77.png
(@ iConnect - Home x [ cHsHW X @ Photos - Google Photos x | +
< C' @ https://newconnect.mheducation.com/flow/connect html QU K w. H
CHsHW @ submited 0/100 Total points avarded  Help  Exit
===
2
0/5.32 )
points awarded Dollar sales to break even - Fixed expenses
CM ratio
180,000
¢ - $360,000
eBook .50
References
3

$57,000 increased sales x 0.50 CM ratio = $28,500 increased contribution margin. Because the fixed costs will not change, net operating income

should also increase by $28,500.

4a

The degree of operating leverage is calculated as follows

. Contribution margin
Degree of operating leverage = —
Net operating income
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4a

The degree of operating leverage is calculated as follows

0/5.32
points awarded
) Contribution margin
Scored Degree of operating leverage = on
Net operating income
eBook $1,500,000
B D 1
References 1,320,000

4b
114 x 13% = 14.82% increase in net operating income. In dollars, this increase would be 14.82% x $1,320,000 = $195,624

5
This year's net operating income is computed as follows
Sales (31,250 units x $104.40 per unit) = $3,262,500
Variable expenses (31,250 units x $60 per unit) = $1.875.000

Fixed expenses ($180,000 + $76,000) = $256,000
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5
This year's net operating income is computed as follows

0/5.32

somts awarded  Sales (31,250 units x $104.40 per unit) = $3,262,500

Variable expenses (31,250 units x $60 per unit) = $1,875.000
Fixed expenses ($180,000 + $76,000) = $256,000

eBook
References

The sales manager’s suggestions should not be implemented because they will lower net operating income by $188,500 (= $1,320,000 — $1131,500).

Expected total contribution margin:
25,000 units x 1.25 x $58.20 per unit* $ 1,818,750

Present total contribution margin 1,500,000
Incremental contribution margin, and the amount by which
advertising can be increased with net operating income

remaining unchanged $ 318,750

*$120 — ($60.00 + $1.80) = $58.20
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0/5.26
points awarded

Explanation
eBook 3
References The variable expense ratio is calculated as follows:

Total variable expenses (a) $ 27,500
Total sales (b) $ 50,000
55%

Variable expense ratio (a) + (b)
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