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Chapter 18
3. How do you calculate the markup on the cost of goods sold? Is the markup pure profit? Explain
Mark up is the difference between the selling price of a product and its cost price, and it is expressed as a percentage. It is computed by dividing the mark up with the production cost multiplied by 100%. Mark up is not pure profit. It basically shows how much more the selling price of a product is more compared to its cost price; hence it is used to set the price of a commodity and portrays the relationship between profit and production costs.
4. how does target costing differ from traditional costing? How does target cost relate to price?
Target costing and traditional costing are two methods of cost management. In target costing, a product is developed, the selling price set, the minimum production cost determined, and the desired profits are estimated. The target market is also determined at the onset of product development. However, under traditional costing, a commodity is developed, the production cost is identified and measured, a selling price is derived, and either profits or losses will result. At the conclusion of the costing process, the target market is determined and considered. Target costing is a profit-driven method of estimating commodity costs by deducting the desired profit margin from a competitive market price. The target cost is essentially customer-focused and an essential concept for new product creation because it enables product penetration to the competitive market.



6. why do gas stations from the middle of town typically charge a little less for gasoline than do gas stations located on interstate highway turnoffs? 
In the middle of town, gas stations a relatively many compared to along the highway. Therefore, due to high competition, gas stations are forced to lower their prices in a bid to have a competitive advantage in the market. Also, due to different land prices, whereby, on interstate highway turnoffs, land has more value than in the middle of town, fuel prices are differentiated at least to meet the stations' operating cost. Moreover, gas stations' convenience on interstate highways turnoffs, helps drivers save some miles that could have been traveled in town trying to get a gas station, makes the price slightly higher. Highway turnoffs additionally offer convenience as town traffic makes town stations costlier to access.
15. Describe the product life cycle. How do unit-level costs behave in relation to the product life cycle? Batch-level costs? Facility level costs?
A product life cycle is the period of time a product is introduced to consumers into the market until it is removed from the market. This process is divided into five stages: development, introduction, growth, maturity, and decline. The unit-level costs are those expenses incurred during each unit of a product in its life cycle. These expenses change from one unit to another, but each unit summarizes its costs rather than taking the costs as batch charges. A batch-level cost is a cost that is applied to a group of units but cannot be assigned to a single unit. It is incurred to manufacture a series of items. Costs incurred to maintain an entire facility but not connected to any single product, batch, or unit of product are referred to as facility-level costs.

Exercise 18.19
Sales Price Variance= (Actual Price – Selling Price)× Units Sold
($14.8-$15)×2,500
= -$500
Sales volume variance= (Actual units sold - Budgeted units sold) x Budgeted price per unit
(2,500-1,450)×$15
[bookmark: _GoBack]=$15750

