Answer Key

	1.
	 Variable overhead spending variance 

= (AH × AR) - (AH × SR)

 = $80,000 – (5,000 × $16.05)

 = $250 F

 SH 

 = Standard hours per unit × Actual output

 = 3.6 × 1,300 

 = 4,680 

 Variable overhead efficiency variance 

 = SR(AH - SH)

 = $16.05(5,000 – 4,680)

 = $5,136 U



	
	LO:  4

Level:  Easy

	2.
	 AH × AR

AH × SR

SH × SR

 3,000 × $8.76

3,000 × $8.60

3,200 × $8.60

 $26,280

$25,800

$27,520

 Spending Variance

Efficiency Variance

 $480 U

$1,720 F

Total Variance, $1,240 F

Summary:

Machine Hours

Rate per Machine Hour

Actual

 3,000

$8.76

 Standard

 3,200

$8.60

 Total actual overhead

 $26,280

 Total applied overhead

 $27,520

 Variable overhead spending variance

 $480 U

 Variable overhead efficiency variance

 $1,720 F

 Total variable overhead variance

 $1,240 F

 Calculations -- in this order

Efficiency variance 

= Total variance - Spending variance

= $1,240 F - $480 U

= - $1,240 - $480

= -$1,720

= $1,720 F

AH × SR 

= 3,000 × $8.60

= $25,800

AH × AR 

= AH × SR + Spending variance

= $25,800 + $480 U

= $25,800 + $480

= $26,280

AR 

= (AH × AR) ÷ AH

= $26,280 ÷ 3,000

= $8.76

SH × SR 

= AH × SR - Efficiency variance

= $25,800 - $1,720 F

= $25,800 - (-$1,720)

= $27,520

SH

= (SH × SR) ÷ SR

= $27,520 ÷ $8.60

= 3,200 hours
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	3.
	 a. 

 Standard variable overhead rate

 = $216,000 ÷ 120,000 machine hours

 = $1.80 per machine hour

 Standard fixed overhead rate

 = $240,000 ÷ 120,000 machine hours

 = $2.00 per machine hour

b. 

 Variable overhead variances:

 Spending variance

 = AH (AR - SR)

 = 105,000 ($1.70* - $1.80)

 = $10,500 F

 *$178,500 ÷ 105,000 

 = $1.70

 Efficiency variance

 = SR (AH - SH)

 = $1.80 (105,000 - 100,000*)

 = $9,000 U

 *100,000 units x 1 hour per unit 

 = 100,000 hours

c. 

 Fixed overhead variances:

 Budget variance

 = Actual fixed overhead - Flexible budget fixed overhead

 = $248,000 - $240,000

 = $8,000 U

 Volume variance

 = Fixed rate (Denominator hours - Standard hours)

 = $2 (120,000 - 100,000)

 = $40,000 U



	
	LO:  3,4,5,6

Level:  Medium

	4.
	a. From the perspective of Division B, profits would increase as a result of the transfer if and only if:

           Transfer price › Variable cost + Opportunity cost 

 The opportunity cost is the contribution margin on the lost sales, divided by the number of units transferred:

           Opportunity cost = [($36.00 - $18.00 - $3.00)×2,000*]/4,000 = $7.50

 *

 Demand from outside customers

 8,000 

 Units required by Division B

 4,000 

 Total requirements

 12,000 

 Capacity

 10,000 

 Required reduction in sales to outside customers

 2,000 

 Therefore, Transfer price › $18.00 + $7.50 = $25.50.

 From the viewpoint of Division A, the transfer price must be less than the cost of buying the units from the outside supplier. Therefore, 

           Transfer price ‹ $31.00.

 Combining the two requirements, we get the following range of transfer prices: 

           $25.50 ‹ Transfer price ‹ $31.00. 

 b. Yes, the transfer should take place. From the viewpoint of the entire company, the cost of transferring the units within the company is $25.50, but the cost of purchasing them from the outside supplier is $31.00. Therefore, the company's profits increase on average by $5.50 for each of the special parts that is transferred within the company. 

	
	Appendix:  12A

LO:  4

Level:  Medium

	5.
	 Total Company

Model 4A

Model 5A

 Amount

%

Amount

%

Amount

%

Sales

 $1,100,000 

100

$500,000 

100

$600,000 

100

 Less variable expenses

     306,000

 28

  150,000

 30

  156,000

 26

Contribution margin

  794,000

72

350,000

70

444,000

74

 Less traceable fixed expenses

    525,000

 48

  210,000

 42

  315,000

 53

Segment margin

  269,000

24

$140,000

 28

$129,000

 21

Less common fixed expenses

    236,000

 21

Net Income

$    33,000

   3



	
	LO:  1

Level:  Medium

	6.
	 Lost contribution margin 

$(10,000) 

 Less fixed expenses avoided: 

 Rent

 $1,500 

 Utilities

 700 

 Supervisor's salary

 3,000 

 Maintenance

 1,000 

 Administrative expense

  3,000

     9,200  

Disadvantage in dropping Product C 

$(     800)

 Since there is a net $800 disadvantage to dropping Product C, it should not be dropped. 
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