ACCOUNTING 327

TEST 2 (05S)

APRIL 26, 2005

NAME ________________________________

PROBLEM ONE 
SERVICE COST ALLOCATION - ONE SERVICE DEPARTMENT

The Katrina and the Waves Company has 1 service department (JS) and 2 production departments (X and Y).  The company uses normal costing in the production departments.  Service costs are allocated on the basis of square footage.  The company allocates fixed and variable service costs separately (the dual-rate method).  Variable costs in JS are budgeted to be $12,000 for 2004.  Fixed costs in JS are budgeted to be $60,000 for 2004.  Both production departments (X and Y) use direct labor hours to compute their predetermined overhead rates.  Data for the production departments for 2004 are as follows:

Budgeted
Practical
Budgeted
Budgeted
Budgeted

Square ft.
Square ft.
Labor hrs.
Variable OH
Fixed OH
Department X
    21,000
   24,000
     8,000
   $35,000
 $45,000

Department Y
      9,000
   16,000
   10,000
   $50,000
 $60,000

The budgeted costs in the above numbers are before any allocations from the service departments have been made.  Actual data for 2004 show 23,000 square feet for Department X and 12,000 square feet for Department Y.  Actual service costs in JS for 2004 are $14,700 variable cost and $59,200 fixed.  The total actual overhead (fixed plus variable) in Department X (before service cost allocation) is $88,000.  There are 8,800 actual labor hours in Department X during 2004.

A. Compute the predetermined overhead rate in Department X for 2004.

B. Compute the underallocated or overallocated overhead in Department X at the end of 2004.  

PROBLEM TWO
JOINT AND BY-PRODUCTS

The Pablo Cruise Company has a joint process.  During the most recent period, the company had $300,000 in joint costs.  There are 3 identifiable products at the split-off point: Products J, K, and L.  Product J has a sales value of $6 per pound at the split-off point.  However, instead of selling Product J at the split-off point, the company processes it further.  The separable costs to process Product J further were $40,000 for the most recent period.  There were 10,000 pounds of Product J at the split-off point for the period.  After the further processing, there were 40,000 pounds of Product J.  After the further processing, Product J sells for $5 per pound.  

Product K has no sales value at the split-off point.  There were 25,000 pounds of Product K at the split-off point.  After further processing costs of $65,000, Product K sells for $9 per pound.  The further processing does not add any volume to Product K.

Product L has no sales value at the split-off point.  There were 15,000 pounds of Product L at the split-off point.  After further processing costs of $120,000, Product L sells for $10 per pound.  The further processing increases the volume of Product L from 15,000 pounds to 30,000 pounds.

C. For now, all 3 products are to be treated as main products.  Allocate joint costs using the physical volume method, and compute the Cost of Goods Sold for 1 pound of Product J.

D. Again compute the Cost of Goods Sold for 1 pound of Product J, but allocate joint costs using the net realizable value (NRV) method as I discussed it in class.

E. Again compute the Cost of Goods Sold for 1 pound of Product J, but allocate joint costs using the constant gross margin percentage method.

F. Now assume that a fourth product, Product A, is identifiable at the split-off point.  Product A is treated as a by-product.  Product A has no sales value at the split-off point, but after further processing costs of $2 per pound, Product A can be sold for $8 per pound.  During the period, 5,000 pounds or Product A were produced and 4,000 pounds were sold.  For each of the following situations, you are to compute (1) the total joint costs that would need to be allocated to the main products (J, K, and L) after Product A has been dealt with; (2) the inventory value of 1 pound of Product A (the by-product) at the end of the period; and (3) the total sales for the company (you may assume that the sales for the main products (J, K, and L) total $650,000).

Value by-product 
Value by-product

Based on sales

based on production
(Net realized value)
(Net realizable value)
(1) Total joints costs to be charged to J, K, and L
_______________
_______________

(2) Inventory value of 1 pound of Product A

_______________
_______________

(3) Total sales for the company


_______________
_______________

G. Is the company better off or worse off by processing Product J further?  By how much, for the most recent period?

PROBLEM THREE
SERVICE COST ALLOCATION - MORE THAN 1 SERVICE DEPARTMENT

The Fine Young Cannibals Company has 2 service departments (S1 and S2), and 2 production departments (P1 and P2).  S1 allocates costs based on machine hours.  S2 allocates costs based on kilowatt hours.  Neither of the service departments makes a distinction between variable and fixed costs when allocating their costs.  Budgeted figures for 2005 are as follows:

Departmental Cost

Machine Hours
Kilowatt Hours
Department S1
     $72,000



--

        1,800

Department S2
     $60,980


        2,700

           --

Department P1

---


        7,200

        2,250

Department P2  
            ---


        8,100

        4,950

H. Allocate the service costs to the production departments using the reciprocal (algebraic) method.

I. Refer to part A.  If our company wanted to purchase power from an outside company, how many kilowatt hours would need to be purchased?  Assume that the power usage in S1 is strictly variable with respect to services provided by S1 to other departments.

_______________

J. If all of the given service costs are variable, how much internal cost would be saved if our company purchased power from an outside company?

_______________

K. Using the direct method to allocate service costs, how much service cost would be allocated from just Department S2 to Department P2?  Round rates to the nearest cent, if needed.

L. Using the step method to allocate service costs, how much total service cost would be allocated into Department P2 if we allocate S2 first, and then S1?  Again round rates to the nearest cent, if needed.

