Total Per Unit Percent of Sales

Sales (20,000 units). . ......... $1,200,000 560 100°%
Variable expenses . . .......... 900,000 45 7 %
Contribution margin . .. ........ 300,000 $15 ? %
Fixed expenses . .. ........... 240000 T -
MNet operatingincome. . ........ $ 60,000

Management is anxious to increase the company’s profit and has asked for an analysis of a

number of items.

Reguired:

1. Compute the company's CM ratio and variable expense ratio.

2. Compute the company's break-even point in both units and sales dollars. Use the equation
method.

3.  Assume that sales increase by $400, (00 next year. If cost behavior patterns remain unchanged,
by how much will the company's net operating income increase? Use the CM ratio to compute
yOur answer.

4. Refer to the original data. Assume that next year management wants the company to earn a
profit of at least 390,000. How many units will have to be sold to meet this target profit?

5. Refer to the original data. Compute the company's margin of safety in both dollar and per-
centage form.

6. a. Compute the company's degree of operating leverage at the present level of sales.

b, Assume that through a more intense effort by the sales staff, the company’s sales increase
by 8% next year. By what percentage would you expect net operating income to increase?
Use the degree of operating leverage to obtain your answer.

c.  Verify your answer to (&) by preparing a new contribution format income statement
showing an 8% increase in sales.

7. Inan effort to increase sales and profits, management is considering the use of a higher-quality

speaker. The higher-quality speaker would increase variable costs by 53 per unit, but manage-

ment could eliminate one quality inspector who is paid a salary of 830,000 per year. The sales

manager estimates that the higher-quality speaker would increase annual sales by at least 20%%.

a. Assuming that changes are made as described above, prepare a projected contribution
format income statement for next year. Show data on a total, per unit, and percentage
basis.

b.  Compute the company’s new break-even point in both units and dollars of sales. Use the
formula method.

c. Would you recommgnd that the changes be made?
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2.2, Cost of goods manufactured statement, The [ollowing data are from the accounts of |
Millville Company: - |
i
[nventories: July 1, 194 June 30, 198 |
 Finished go0ds......ciciviniannnyyenn, $20,000 $28,000 |
Work in Process. . vcvusvsseneassis,e,, 0,000 . 3!:';00[]
Materials ....oviiiiiiniiiiin,,, 40,000 4B;ﬂﬂﬂ
SUNAROINS o ity veeeer § 4 8000
Purchase dlsmunta ::: I 3'100
5,11.35,.....”1..-...‘--u-n-u-.---...-4..........”.”.......,::: IE-OIJ’{IJIJ
Purchase returns and allowances ....................ococio0 ‘ zu:nm

Depreciation— factory machinery

A= RCIONY IAOUINIEY': 5 s yommorkicn s s conaiin s re. o 160,000
Faclory INSURANCE. ......oovvviiin i 50,000

Freight 1| 1| SRR o L L LR L TN L T S O s e I S E;DUG

5 U HORY XD . e ssisk sl eiinkis s avieinl 16‘[1{!}
Bond interest expense .........oviiiiiiiiiiiiiiin i m’nm
IR e 1m'nc0

Freight in... oo iR e O o i o e e i e 121!:0.1
dleadlizog 8 ERTSIFEEREIE M D S 800,000

s b TG RS R RS ISs e e S 400,000
Advertising eXPeNSe. c..uuveieitinreiiineerinssrenrnenrnnn:oenrenny. 12,000

Required: Prepare a cost of goods manufactured statement for the year ended
 June 30, 198, (CGAA adapted) -

2:3. Cost of goods sold statement. The following information has been taken from the
records of Maxwell Company:

Inventories: pnuary 1 December 31
e e s -~ §5000  §7,000
WD N PIOCESE < b i o siics e i 15,000~ 9,000
51 R R Mekie 10,000 12,000
RETI PRICKTANEE (i s v s chiniwains v o wAKEARA b 15 08  Fia s n T b A $100,000
% 0] e e i e L ER S e S iy e g S35 200,000
FREHE e g e S0
Sales salaries and expenses ............ S seserirrearennrsrassen i, 25,000
Other factory expenses............. ISR T S Rt R 4,000
Freight out 200 oo B S e g T faapa g an i ni ~ 2,000
ractory insurance......... S st T P Tl ST ki i 12,500
Depréciation =machInery ... o« ssssiaviopousobonsorssntumnessmesshon s 40,000
Purchase returns and allowances........oovviinevinnanns, R . o 5,000
TSR RIS L e Rl e e e e = 350,000
Purchase discounts ..... iRl S S I RS eSS N e e - 800
. ales discounts . ;. .euieiiinnn.. Ssiis=n e e L L b B 2,000

- RequiredPepatesncostof gaoehs sold statement for the vear. - - (CGAA adapted)
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PH puclose a4 0D, 00D

Yun base M%C—) 90D
?WL“% Ketrome > ) Qo 00 [«

%7(800
dh.} T» @') 4120070

228, 800

pau:) H"#'OUC\O Cl'ngumgcl = 40’000 '}382,800'—«'w

= 9¢o¢god 4+ Qo06O00
= 1120800

O\i'ﬂLuC" i-'P-'mmu Cbs-l 8 = H""K'ﬁ('hnun

Geaton - FH  —>(DI60,000

{,c.*m?, Insundéne H®5p, 00 0

pAkoe — @ 14,000
— 994,000

‘ﬂhﬂd Cm*l = 11g0RQ0D 4 22 L peo
.AVA.LABL —_ 1dn Lo An
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— @5 200
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