







Basic Managerial Accounting Concepts Problems
Name
Professor
Course
Date


Chapter Review: Problem 2-43
Problem 2-43
1. Classify
	Costs
	Direct Materials
	Direct Labour
	Manufacturing Overhead
	Selling and Administrative

	Hamburger meat
	$4,500
	
	
	

	Buns, lettuce, pickles, and onions
	800
	
	
	

	Frozen Potato Strip
	1,250
	
	
	

	Wrappers, bags, and packages
	600
	
	
	

	Other ingredients
	660
	
	
	

	Part-time Employees wage
	
	$7,250
	
	

	John Peterson salary
	
	
	
	$3,000

	Utilities
	
	
	$1,500
	

	Advertising
	
	
	
	500

	Janitor’ Wages
	
	
	520
	

	Janitor’s Supplies
	
	
	150
	

	Accounting fess
	
	
	
	1,500

	Rent
	
	
	1,800
	

	Depreciation on cooking Equipment
	
	
	600
	

	Taxes
	
	
	
	4,250

	Totals
	$7,810
	$7,250
	$4,570
	$9,250



2. Income Statement
Pop’s Drive-Thru Burger Heaven
Income Statement
For the Month of December
Sales ($3.50 × 10,000)	…………………………………… $35,000
Less cost of goods sold:
Direct materials………………………………………. $7,810
Direct labor……………………………………………. 7,250
Manufacturing overhead……………………………. 4,570	       19,630
Gross margin………………………………………………	     $15,370
Less: Selling and administrative expense…………… 	        9,250
Net income	……………………………………………. $ 6,120




3. Explanation
Elena’s simplifying assumptions were:
(1) all part-time employees are production workers,
(2) John Peterson’s salary is for selling and administrative functions,
(3) all building-related expense as well as depreciation on cooking equipment and fixtures are for production, and
(4) all taxes are administrative expense.
These make it easy to classify 100% of each expense as product cost or selling and administrative cost. The result is that she does not have to perform studies of the time spent by each employee on producing versus selling burger bags. In addition, it is likely that John Peterson pitches in to help fry burgers or assemble burger bags when things get hectic. 


=======================================================


Problem 2-44
1 Total amount owed to Harry
Cost per page for black ink = $25.50/850 pages = $0.03
Total owed to Harry by Mary = $0.03 × 500 pages = $15
Total owed to Harry by Natalie = $0.03 × 1,000 pages = $30

2. Total Cost of printing
Cost per sheet for paper = $2.50/500 sheet = $0.005
Total cost for Mary = 500 pages × ($0.03 + $0.005) = $17.50
Total cost for Natalie = 1,000 pages × ($0.03 + $0.005) = $35

3. Total cost for printing
Cost per page for color ink = $31.00/310 pages = $0.10
Number of black ink pages for Natalie = 1,000 × 0.80 = 800
Number of color ink pages for Natalie = 1,000 × 0.20 = 200
Total owed to Harry by Natalie = ($0.03 × 800 pages) + ($0.10 × 200) = $44
Total cost to Natalie = [($0.03 + $0.005) × 800 pages] + [($0.10 + $0.005) × 200
pages] = $49
=======================================================

Problem 2-45
1. Cost of direct materials 
Direct materials = $40,000 + $64,000 – $19,800 = $84,200
2. Cost of goods manufactured
Direct materials used 				$84,200
Direct labor 					 43,500
Manufacturing overhead			 108,750
Total manufacturing cost for July 		$236,450
Work in process, July 1 21,000
Work in process, July 1 				21,000
Work in process, July 31 				(32,500)
Cost of goods manufactured 			$224,950
3. cost of goods sold
Cost of goods manufactured 			$224,950
Finished goods inventory, July 			  123,200
Finished good inventory, July 31 			    (22,100)
Cost of goods sold 				              $226,050
=======================================================

Problem 2-46
1. Total Product Cost
Direct materials 			$18
Direct labor 				   12
Manufacturing overhead 		    16
Unit product cost 			   $46
Total product cost = $46 × 200,000 units = $9,200,000
2. Income Statement
	
	Laworld Inc.
	
	

	
	Income Statement
	
	

	
	For Last Year
	
	

	
	Sales revenue ($60 × 200,000)………………………..
	$
	12,000,000

	
	Cost of goods sold……………………………………..
	
	9,200,000

	
	Gross margin ……………………………………………
	$
	2,800,000

	
	Less:
	
	

	
	Commissions ($2 × 200,000)………………………
	$
	400,000

	
	Fixed selling expense………………………………
	
	100,000

	
	Administrative expense…………………………….
	
	300,000

	
	Operating income……………………………………….
	
	

	
	
	$
	2,000,000

	
	
	
	

	
	
	
	




No, we do not need to prepare a statement of cost of goods manufactured because there were no beginning or ending inventories of work in process.

As a result, total manufacturing cost is equal to the cost of goods manufactured.

3. Income statement for 20,000 tents
The 10,000 tents in beginning finished goods inventory have a cost of $40, and that is lower than the year’s unit product cost of $46. The FIFO assumption says that beginning inventory is sold before current year production. Therefore, the cost of goods sold will be lower than it would be if there were no beginning inventory. This can be seen in the following statement of cost of goods sold.

	
	
	Cost of goods manufactured ($46 × 200,000)
	$9,200,000

	
	
	Add: Beginning inventory finished goods ($40 × 10,000)
	400,000

	
	
	Less: Ending inventory finished goods ($46 × 10,000)
	(460,000)

	
	
	Cost of goods sold
	

	
	
	
	$9,140,000

	
	
	
	

	
	
	
	

	
	
	Laworld Inc.
	

	
	
	Revised Income Statement
	

	
	
	For Last Year
	

	
	
	Sales revenue ($60 × 200,000)……………………….
	$12,000,000

	
	
	Cost of goods sold……………………………………..
	9,140,000

	
	
	Gross margin ……………………………………………
	$ 2,860,000

	
	
	Less:
	

	
	
	Commissions ($2 × 200,000)………………………
	$   400,000

	
	
	Fixed selling expense………………………………
	100,000

	
	
	Administrative expense ……………………………
	300,000

	
	
	Operating income ………………………………………
	

	
	
	
	$ 2,060,000

	
	
	
	

	
	
	
	




=======================================================

Problem 2-47

Hayward Company
Statement of Cost for Goods Manufactured
	
	Direct materials used…………………………………
	
	$
	8,975

	
	Direct labor…………………………………………….
	
	
	
	
	10,500

	
	Manufacturing overhead:
	
	
	
	
	

	
	Factory supplies…………………………………..
	$
	675
	
	
	

	
	Factory insurance…………………………………
	
	350
	
	
	

	
	Factory supervision………………………………
	
	2,225
	
	
	

	
	Material handling………………………………….
	
	3,750
	
	
	7,000

	
	Total manufacturing cost for May…………………
	
	
	
	
	$ 26,475

	
	Work in process, May 1……………………………..
	
	
	
	
	12,500

	
	Work in process, May 31……………………………
	
	
	
	
	(14,250)

	
	Cost of goods manufactured …………………..
	
	
	

	
	
	
	
	$ 24,725

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	

2 Statement for Cost of Goods Sold

	
	
	
	
	
	

	
	Hayward Company
	
	
	
	
	

	
	Statement of Cost of Goods Sold
	
	
	
	
	

	
	
	
	
	
	
	

	
	Cost of goods manufactured……………………………………
	
	$24,725

	
	Finished goods inventory, May 1 ………………………………
	
	
	
	6,685

	
	Finished goods inventory, May 31……………………………..
	
	
	
	
	(4,250)

	
	Cost of goods sold…………………………………………….
	
	
	

	
	
	
	
	$27,160

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	



=======================================================

Problem 2-48
1. Match with explanation
1. These costs include direct materials, direct labor, and overhead. The total of these three types of costs equals product cost.

2. If Linda returns to school, she will need to quit her job. The lost salary is the opportunity cost of returning to school.

3.  If Randy were engaged in manufacturing a product, his salary would be a product cost. Instead, the product has been manufactured. It is in the finished goods warehouse waiting to be sold. This is a period cost.

4. Jamie is working at company headquarters, and her salary is part of administrative cost.

5. All factory costs other than direct materials and direct labor are, by definition, manufacturing overhead.

6. The design engineer is estimating the total number of labor hours required to complete the manufacturing of a product. This total will be used to compute direct labor cost. 

7.  This is direct materials cost.

8. The sum of direct materials and direct labor is, by definition, prime cost.

9. The cost of converting direct materials into finished product is the sum of direct labor and overhead. This is conversion cost.

10. The depreciation on the delivery trucks is part of selling cost, the cost of selling and delivering product.

=======================================================

Problem 2-49


=======================================================

Problem 2-50
	
	
	

	1.
	W. W. Phillips Company
	
	
	

	
	Statement of Cost of Goods Manufactured
	
	

	
	For Last Year
	
	
	

	
	Direct materials*……………………………………….
	
	$300,000

	
	Direct labor……………………………………………..
	
	200,000

	
	Manufacturing overhead:
	
	
	

	
	Indirect labor………………………………………..
	$40,000
	
	

	
	Rent, factory building……………………………..
	42,000
	
	

	
	Depreciation, factory equipment ……………….
	60,000
	
	

	
	Utilities, factory……………………………………..
	11,900
	153,900

	
	Total cost of product …………………………………
	
	
	$653,900

	
	Beginning work in process………………………….
	
	13,040

	
	Ending work in process ……………………………..
	
	(14,940)

	
	Cost of goods manufactured…………………….
	
	
	

	
	
	
	
	$652,000

	
	
	
	
	

	
	
	
	
	



2. Compute Average cost of producing one unit
Average cost of one unit of product = $652,000/4,000 units = $163

3. Income Statement for external users

	W. W. Phillips Company
	
	
	
	

	Income Statement
	
	
	
	

	For Last Year
	
	
	
	

	Sales ($400 × 3,800*)…………………………………
	$
	1,520,000

	Cost of goods sold**.………………………………..
	
	
	
	617,900

	Gross margin …………………………………………
	
	
	$
	902,100

	Selling expense:
	
	
	
	

	Sales supervisor’s salary………………………..
	$ 90,000
	
	
	

	Commissions………………………………………
	180,000
	
	
	270,000

	General administration expense ………………….
	
	
	
	300,000

	Operating income …………………………………
	
	
	

	
	
	$
	332,100



=======================================================



Problem 2-51
1. Classify internet cost
The Internet payment of $40 is an expense that would appear on the income statement. This is because the Internet services are used up each month—Luisa cannot “save” any unused Internet time for the next month.

2. Opportunity Cost
The opportunity cost is the $100 that Luisa would have made if she had been able to accept the movie role. It is an opportunity cost because it is the cost of the next best alternative to dog walking.

3. Price Charged
The price is $250 per month per dog. (Note: The price is charged by Luisa to her clients; it is not her cost.)

Total revenue for a month = $250 × 12 dogs = $3,000

=======================================================

Problem 2-52
	
	
	
	

	1. Direct materials:
	
	
	

	Magazine (5,000 × $0.40)………………………….
	$2,000
	
	

	Brochure (10,000 × $0.08)………………………...
	800
	$2,800

	Direct labor:
	
	
	

	Magazine (5,000/20 × $10) ………………………..
	$2,500
	
	

	Brochures (10,000/100 × $10) ……………………
	1,000
	3,500

	Manufacturing overhead:
	
	
	

	Rent…………………………………………………..
	$1,400
	
	

	Depreciation ($40,000/20,000 × 350*)………….
	700
	
	

	Setups ……………………………………………….
	600
	
	

	Insurance ……………………………………………
	140
	
	

	Power ………………………………………………..
	350
	3,190

	Cost of goods manufactured ……………………….
	
	
	

	
	
	
	$9,490

	
	
	
	

	2. Direct materials…………………………………………..
	$
	2,800
	
	

	Direct labor………………………………………………..
	
	3,500
	
	

	Total prime costs……………………………………..
	
	
	
	

	
	$
	6,300
	
	

	Magazine:
	
	
	
	

	
	
	
	
	

	Direct materials……………………………………….
	$
	2,000
	
	

	Direct labor…………………………………………….
	
	2,500
	
	

	Total prime costs………………………………….
	
	
	
	

	
	$
	4,500
	
	

	Brochure:
	
	
	
	

	
	
	
	
	

	Direct materials……………………………………….
	$
	800
	
	

	Direct labor…………………………………………….
	
	1,000
	
	

	Total prime costs………………………………….
	
	
	
	

	
	$
	1,800
	
	

	3. Total monthly conversion cost:
	
	
	
	

	
	
	
	
	

	Direct labor…………………………………………….
	$
	3,500
	
	

	Manufacturing overhead…………………………….
	
	3,190
	
	

	Total …………………………………………………..
	
	
	
	

	
	$
	6,690
	
	

	Magazine:
	
	
	
	

	
	
	
	
	

	Direct labor…………………………………………….
	
	
	$2,500

	Manufacturing overhead:
	
	
	
	

	Power ($1 × 250) …………………………………….
	$
	250
	
	

	Depreciation ($2 × 250) …………………………….
	
	500
	
	

	Setups (2/3 × $600)………………………………….
	
	400
	
	

	Rent and insurance ($4.40 × 250 DLH)*…………
	
	1,100
	2,250

	Total …………………………………………………
	
	
	
	

	
	
	
	
	$4,750

	
	
	
	
	

	
	
	
	

	Brochures:
	
	
	

	Direct labor………………………………………    …
	
	            $1,000

	Manufacturing overhead:
	
	
	

	Power ($1 × 100)……………………………….
	$100
	
	

	Depreciation ($2 × 100)……………………….
	200
	
	

	Setups (1/3 × $600)…………………………….
	200
	
	

	Rent and insurance ($4.40 × 100 DLH)*…...
	440
	940

	Total……………………………………………
	
	
	

	
	
	
	$1,940

	
	
	
	








	4. Sales [(5,000 × $1.80) + (10,000 × $0.45)]………………
	
	
	$13,500

	Less cost of goods sold……………………………………
	
	
	9,490

	Gross margin……………………………………………
	
	
	
	$ 4,010

	Less operating expenses:
	
	
	
	

	Selling ……………………………………………………
	$
	500
	*
	

	Administrative ……………………………………
	
	1,500
	**2,000

	Operating income……………………………………
	
	
	
	

	
	
	
	
	$ 2,010

	
	
	
	
	



=======================================================
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Problem 2-53

1. The costs of the tent sales are accounted for as selling expense. The tent sales are designed to sell outdated or remanufactured products. They are not the main reason that Kicker is in business. In fact, an important objective is simply to increase awareness of the Kicker brand. As a result, these related costs are selling expense.

	2. Revenue
	$
	20,000

	Cost of goods sold
	
	(7,000)

	Tent sale expense
	
	(14,300)

	Tent sale loss
	
	

	
	$
	(1,300)

	
	
	



To make Kicker profitable 
 First, it could look for a more appropriate venue. The outer parking lot of a shopping center, or even a large grocery store, would enable Kicker employees to easily load purchased product into customer cars. 
Secondly, Kicker could spend a year or so raising brand awareness in the Austin market before attempting another tent sale.
