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Responsibility Accounting 

Exercise 20.1 Accounting Terminology 
a) Break Even Point- The level of sales at which revenue exactly equals costs and expenses. 
b) Fixed Costs- Costs that remain unchanged despite changes in sales volume. 
c) Relevant Range- The span over which output is likely to vary and assumptions about costs behavior generally remain valid. 
d) Contribution Margin- Sales revenue less variable costs expenses. 
e) Unit Contribution Margin- Unit sales price minus cost per unit. 
f) Economies of scale- The reduction in unit costs achieved from a higher level of output. 
g) Semi variable Costs- Costs that respond to changes in sales volume by less than a proportionate amount. 
h) Sales mix- Operating Income less variable costs. 


Exercise 20.7 Using Cost-volume-Profit formulas 
a) Contribution Margin 
b) Sales Volume ($) required to break even =  
c) Sales volume ($) required to earn an annual operating income of 440,000 
=  =$1,000,000
d) The margin of safety ($) if annual sales total 60,000 Units= 
e) Operating Income if annual sales total 60, 000 =  


Exercise 21.2 Home Depot Financial Statement 
 Among the many costs identified in the footnote with regard to Home Depot include the incremental, opportunity and sunk costs. Incremental costs is identified as the $10 Million inventory markup. The impairment of goodwill and other assets totaling $135Million make up the Sunk costs. The forfeited cost in this scenario or rather opportunity cost sum up to $145 Million for closure. 


Exercise 21.6 Incremental Analysis
	
	Make the Part 
	Buy the Part 
	Incremental Analysis 

	Manufacturing cost for 15000 Units……………..
	
	
	

	Direct Materials………………………………………………………..
	
	
	

	Direct Labor………………………………………………………………
	
	
	

	Variable Overhead………………………………………………………..
	
	
	

	Fixed Overhead………………………………………………………..
	
	
	

	Purchase Price of Part, $6 per Unit…………………………………………………………………
	
	$90,000
	($90,000)

	Total Cost to Acquire parts……………………………………………………………….
	
	
	





Brief Exercise 22.9 Responsibility Accounting System Characters
A company needs to adhere to particular characteristics to remain responsible in accounting. These include budgeting, timely performance reports and measuring performance reports. The company would have been able to give each location a goal to hit to cover all expenses if they used budgeting where they would include non-profit center expenses. The company should determine the production of each store thereby allocating a percentage of the charges to respective stores. For example if a company makes about 45% of the total sales, it should be allocated a higher goal in comparison to that producing only 20%




Problem 22.1 A Preparing and Using Responsibility Income Statements 
a)  Chocolatiers Responsibility  Income For the current month 

	
	Total Amount (Entire Company )
	%of Total
	Solid
	%of Solid  
	Powdered
	% of Powdered

	Sales
	$1,720,000
	
	$850,000
	
	$870,000
	

	Variable Costs
	$859,000
	49.9%
	$467,000
	55%
	$391,500
	45%

	Contribution Margin
	$861,000
	50.1%
	$382,000
	45%
	$478,500
	55%

	Fixed Cost to Traceable
	$425,000
	24.7%
	$175,000
	20.6%
	$250,000
	28.7%

	Responsibility Margin
	$436,000
	25.4%
	$207,000
	24.4%
	$228,500
	26.3%

	Common Fixed Costs
	$250,000
	7.35%
	$125,000
	
	
	

	Income From Operation 
	$311,000
	18.1%
	
	
	
	



b) The powdered line appears to have a higher responsibility margin therefore more profitable. It is in my opinion that one should consider common fixed costs in the determination of individual product profitability. I believe so because common fixed cost would not have a significant variation even in the event that one of the centers benefiting from the cost was discontinued since they cannot be assigned to specific subunits except arbitrarily. 
c) The company should go through the responsibility income to determine the line of product that would be advisable to advertise in which the powdered product line would be recommendable due to increased sales and profits indication in the future forecast attributed to its higher profitability. 

	Powdered
	
	
	Solid
	

	Sales

	
$50,000
	
	Sales
	
$50,000

	Contribution 
(50,000 x 0.55)
	
27,000
	
	Contribution 
(50,000 x 0.45)
	
22,500

	Fixed Cost
(50,000 x 0.287)
	
14,350
	
	Fixed Cost
(50,000 x 0.206)
	
10,300

	Responsibility
(50,000 x 0.263) 
	
13,150
	
	Responsibility
(50,000 x 0.244) 
	
12,200




