CHAPTER 16 ALTERNATE PROBLEMS

Problem 16.1A

An Introduction to Product Costs
Pisna, Inc. manufactures dowhats.  The manufacturing costs incurred during its first year of operations are shown as follows:


Direct materials purchased

$400,000


Direct materials used

385,000


Direct labor assigned to production

350,000


Manufacturing overhead

425,000


Cost of finished goods manufactured (100 dowhats)

900,000

During the year, 100 completed dowhats were manufactured, of which 90 were sold.  (Assume the amount of the ending inventory of finished goods and the cost of goods sold are determined using the average-per-unit cost of manufacturing a completed dowhat.

Instructions

a. Compute each of the following and show all computations:

1. The average per-unit cost of manufacturing a completed dowhat during the current year.

2. The year-end balances of the inventories of materials, work in progress, and finished goods.

3. The cost of goods sold during the year.

b. For the current year, the costs of direct materials purchased, direct labor assigned to production, and actual manufacturing overhead total $1,175,000.  Is this the amount of manufacturing costs deducted from revenue in the current year?  Explain fully.

Problem 16.2A

An Introduction to Product Costs

River Queen Corporation began operations early in the current year, building luxury boats.  During the year, the company started and completed 40 boats at a cost of $80,000 per unit.  Of these, 30 were sold for $130,000 each and ten remain in finished goods inventory.  In addition, the company had five partially completed units in its factory at year-end.  Total costs for the year (summarized alphabetically) were as follows:


Direct materials used

$   800,000


Direct labor applied to production

1,000,000


Income taxes expense

80,000


General and administrative expenses

600,000


Manufacturing overhead

2,000,000


Selling expenses

400,000

Instructions

Compute the following for the current year:

a. Total manufacturing costs charged to work in process during the period.

b. Cost of finished goods manufactured.

c. Cost of goods sold.

d. Gross profit on sales.

e. Ending inventories of (1) work in process and (2) finished goods.

Problem 16.3A

The Flow of Manufacturing Costs Through Ledger Accounts

The flow of manufacturing costs through the ledger accounts of Inferior Safes, Inc., in the current year is illustrated below in summarized form:

	Materials Inventory
	
	Work in Process Inventory

	Beg. balance
$  10,000
	
	
	Beg. balance
$  20,000
	

	
280,000
	
?
	
	
?
	
618,000

	Ending balance
$  15,000
	
	
	
140,000
	

	
	
	
	
210,000
	

	
	
	
	Ending balance
?
	

	
	
	
	
	

	Direct Labor
	
	Finished Goods Inventory

	
$138,000
	
$140,000
	
	Beg. balance
$  45,000
	

	
	Ending balance
$    2,000
	
	
618,000
	
?

	
	
	
	Ending balance
$  50,000
	

	
	
	
	
	

	Manufacturing Overhead
	
	Cost of Goods Sold

	
$210,000
	
$210,000
	
	
?
	


Instructions

Indicate the amounts requested below.  Some amounts are shown in the T accounts above; others require short computations.  (Show all computations.)

a. Purchases of direct materials.

b. The cost of direct materials used.

c. Direct labor costs assigned to production.

d. The year-end liability for direct wages payable.

e. The overhead application rate in use throughout the year, assuming that overhead is applied as a percentage of direct labor costs.

f. Total manufacturing costs charged to the Work in Process Inventory account during the current year.

g. The cost of finished goods manufactured.

h. The year-end balance in the Work in Progress Inventory account.

i. The cost of goods sold.

j. The total amount of inventory listed in the year-end balance sheet.

Problem 16.4A

The Flow of Manufacturing Costs Through Perpetual Inventory Records

The following T accounts summarize the flow of manufacturing costs during the current year through the ledger accounts of Payback Corporation:

	Materials Inventory
	
	Work in Process Inventory

	Beg. balance
$  18,000
	
	
	Beg. balance
$  20,000
	

	
360,000
	
?
	
	
?
	
?

	Ending balance
$  14,000
	
	
	
230,000
	

	
	
	
	
400,000
	

	
	
	
	Ending balance
$25,000
	

	
	
	
	
	

	Direct Labor
	
	Finished Goods Inventory

	
$225,000
	
$230,000
	
	Beg. balance
$  98,000
	

	
	Ending balance
$    5,000
	
	
?
	
?

	
	
	
	Ending balance
$ 110,000
	

	
	
	
	
	

	Manufacturing Overhead
	
	Cost of Goods Sold

	
$400,000
	
$400,000
	
	
?
	


Instructions

From the data supplied above, indicate the following amounts.  Some amounts are shown in the T accounts above; others require short computations.  (Show all computations.)

a. Purchases during the year of direct materials.

b. The cost of direct materials used.

c. Direct labor payrolls paid during the year. 

d. Direct labor costs assigned to production.

e. The overhead application rate in use throughout the year, assuming that overhead is applied as a percentage of direct labor costs.

f. Total manufacturing costs charged to the Work in Process Inventory account during the current year.

g. The cost of finished goods manufactured.

h. The cost of goods sold.

i. The total costs to be classified as inventory in the year-end balance sheet.

Problem 16.5A

The Flow of Manufacturing Costs: A Comprehensive Problem

The balances in the perpetual inventory accounts of Mountainside Manufacturing Corporation at the beginning and end of the current year are as follows:


End
Beginning


of Year
of Year



Inventory accounts:



Materials

$30,000
$25,000



Work in Process

10,000
8,000



Finished Goods Inventory

29,000
30,000

Total dollar amounts debited and credited during the year to the accounts used in recording manufacturing activities are as follows:


Debit
Credit


Entries
Entries

Account:



Materials Inventory

$425,000
$           ?



Direct Labor

200,000
210,000



Manufacturing Overhead

420,000
420,000



Work in Process Inventory

?
?



Finished Goods Inventory

?
?

Instructions

a. Using these data, state or compute for the year the following amounts:

1. Direct materials purchased.

2. Direct materials used.

3. Payments of direct labor payrolls.

4. Direct labor cost assigned to production.

5. The overhead application rate used during the year, assuming that overhead was applied as a percentage of direct labor costs.

6. Total manufacturing costs charged to the Work in Process Inventory account during the year.

7. The cost of finished goods manufactured.

8. The cost of goods sold.

9. The total amount to be classified as inventory in the year-end balance sheet.

b. Prepare a schedule of the cost of finished goods manufactured.

Problem 16.6A

Determining and Reporting Product Cost Information

The following are 2002 data regarding Old Joe, one of the major products manufactured by the Columbus Toy Company:


Purchases of direct materials

$400,000


Direct materials used

402,000


Direct labor payrolls (paid during the year)

180,000


Direct labor costs assigned to production

220,000


Manufacturing overhead (incurred and applied)

330,000

During the year 50,000 units of this product were manufactured and 51,500 units were sold.  Selected information concerning inventories during the year follows:


Dec. 31
Jan. 1


Materials

$       ?
$15,000


Work in Process

6,000
5,000


Finished Goods, Jan. 1 (4,000 units $19)

?
76,000

Instructions

a. Prepare a schedule of the cost of finished goods manufactured for the Old Joe product in 2002.

b. Compute the average cost of Old Joe completed 2002.

c. Compute the cost of goods sold associated with the sale of Old Joe in 2002.  Assume that there is a first-in, first-out (FIFO) flow through the Finished Goods Inventory account and that all units completed in 2002 are assigned the per-unit costs determined in part b.

d. Compute the amount of inventory relating to Old Joe that will be listed in the company’s balance sheet at December 31, 2002.  Show supporting computations for the year-end amounts of materials inventory and finished goods inventory.

e. Explain where the $180,000 in direct labor costs assigned to production in 2002 affect the company’s 2002 income statement and balance sheet.

Problem 16.7A

Determining and Reporting Product Cost Information

The following are the beginning and ending balances in the inventory accounts of Al’s Parts for 2002:


End
Beginning


of Year
of Year


Inventory accounts:



Materials

$47,000
$42,000



Work in Process

35,000
38,000



Finished Goods Inventory

?
105,000

The amounts debited and credited during the year to the accounts used in recording manufacturing costs are as follows:


Debit
Credit


Entries
Entries


Account:



Materials Inventory

$   910,000
$             ?



Direct Labor

405,000
410,000



Manufacturing Overhead

1,100,000
1,100,000



Cost of Goods Sold

2,340,000
-0-



Work in Process Inventory

?
?



Finished Goods Inventory

?
?

Instructions

a. Using the given information data, state or compute for the 2002 the following amounts:

1. Direct materials purchased.

2. Direct materials used.

3. Direct labor payrolls paid during the year.

4. Direct labor costs assigned to units being manufactured.

5. The year-end liability for direct wages payable.

6. The overhead application rate, assuming that overhead costs are applied to units being manufactured using 22,000 direct labor hours as an estimated activity base.

7. Total manufacturing costs debited to the Work in Process Inventory account.

8. Cost of finished goods manufactured.

9. Ending inventory of finished goods.

b. Prepare a schedule of the cost of finished goods manufactured.

Problem 16.8A

Determining Unit Costs Using the Cost of Finished Goods Manufactured

The accounting records of the Maine Products Company include the following information relating to the current year:


Dec. 31
Jan. 31


Materials inventory

$  22,000
$  30,000


Work in process inventory

39,000
39,000


Finished goods inventory, Jan. 1 (8,000 units @ 22 per unit)
?
176,000


Purchases of direct materials during year

290,000


Direct labor costs assigned to production

350,000


Manufacturing overhead applied to production

552,000

The company manufactures a single product; during the current year, 60,000 units were manufactured and 50,000 units were sold.

Instructions

a. Prepares a schedule of the cost of finished goods manufactured for the current year.  (Show a supporting computation of the cost of direct materials used during the year.)

b. Compute the average per-unit cost of production during the year.

c. Compute the cost of goods sold during the year, assuming that the FIFO (first-in, first-out) method of inventory costing is used.

d. Compute the cost of the inventory of finished goods at December 31 of the current year, assuming that the FIFO (first-in, first-out) method of inventory costing is used.

Problem 16.9A

Preparing an Income Statement Using the Cost of Finished Goods Manufactured

Sallyton Company, a sole proprietorship, reports the following information pertaining to its 2002 operating activities:


12/31/02
1/1/02


Balance
Balance


Materials Inventory

$25,000
$32,000


Work in Process Inventory

33,000
58,000


Finished Goods Inventory

70,000
60,000

During the year, the company purchased $40,000 of direct materials and incurred $32,000 of direct labor costs.  Total manufacturing overhead costs for the year amounted to $20,000.  Selling and administrative expenses amounted to $55,000, and the company’s annual sales amounted to $250,000

Instruction

a. Prepare Sallyton’s schedule of the cost of finished goods manufactured for 2002.

b. Prepare Sallyton’s 2002 income statement (ignore income taxes).

Problem 16.10A

Preparing an Income Statement Using the Cost of Finished Goods Manufactured

Valley Company reports the following information pertaining to its 2002 operating activities:


12/31/02
1/1/02


Balance
Balance


Materials Inventory

$62,000
$55,000


Work in Process Inventory

40,000
30,000


Finished Goods Inventory

18,000
22,000

During the year, the company purchased $42,000 of direct materials and incurred $32,000 of direct labor costs.  Total manufacturing overhead costs for the year amounted to $20,000.  Selling and administrative expenses amounted to $32,000, and the company’s annual sales amounted to $95,000

Instruction

a. Prepare Ridgeway’s schedule of the cost of finished goods manufactured for 2002.

b. Prepare Ridgeway’s 2002 income statement (ignore income taxes).

Problem 16.11A

Measuring Unit Cost

Early in the year, Bill Edmond founded Edmond Engineering Co. for the purpose of manufacturing a special plumbing device that he had designed.  Shortly after year-end, the company’s accountant was injured in an auto accident, and no year-end financial statements have been prepared.  However, the accountant had correctly determined the year-end inventories at the following amounts:


Materials

$52,000


Work in process

32,000


Finished goods (4,000 units)

91,000

As this was the first year of operations, there were no beginnings of inventories.


While the accountant was in the hospital, Edmond improperly prepared the following income statement from the company’s accounting records:


Net sales

$625,000


Cost of goods sold:



Purchases of direct materials

$185,000



Direct labor costs assigned to production

115,000



Manufacturing overhead applied to production

160,000



Selling expenses

75,000



Administrative expenses

  135,000


Total costs

   670,000

Net loss for year

$(45,000)
Edmonds was very disappointed in these operating results.  He states, “Not only did we lose more than $40,000 this year, but look at our unit production costs.  We sold 10,000 units this year at a cost of $670,000; that amounts to a cost of $67 per unit.  I know some of our competitors are able to manufacture similar valves for about $30 per unit.  I don’t need an accountant to know that this business is a failure.”

Instructions

a. Prepare a schedule of the cost of finished goods manufactured for the year.  (As there were no beginning inventories, your schedule will start with “Manufacturing costs assigned to production:.”  Show a supporting computation for the cost of direct materials used during the year.

b. Compute the average cost per unit manufactured.

c. Prepare a corrected income statement for the year, using the multiple-step format.  If the company has earned any operating income, assume an income tax rate of 20%.  (Omit earnings per share figures.)

d. Explain whether you agree or disagree with Edmond’s remarks that the business is unprofitable and that its unit cost of production ($67, according to Edmond) is much higher than that of competitors (around $30).  If you disagree with Edmond, explain any errors or shortcomings in his analysis.

Problem 16.12A

Effect on Income Statement of Errors in Handling Manufacturing Costs

John Bronx, the chief accountant of NY Banjo Company, was injured in an automobile accident shortly before the end of the company’s first year of operations.  At year-end, a clerk with a very limited understanding of accounting prepared the following income statement, which is unsatisfactory in several respects:

NY BANJO COMPANY

Income Statement

For the Year Ended December 31, 20__

Net sales

$1,250,000


Cost of goods sold:



Purchases of direct materials

$430,000



Direct labor

200,000



Indirect labor

100,000



Depreciation on machinery – factory 

40,000



Rent

130,000



Insurance

20,000



Utilities

30,000



Miscellaneous manufacturing overhead

50,000



Other operating expenses

300,000



Dividends declared on capital stock

40,000


Cost of goods sold

$1,340,000


Loss for year

    (90,000)
You are asked to help management prepare a corrected income statement for the first year of operations.  Management informs you that 70% of the rent, insurance, and utilities applies to factory operations, and that the remaining 30% should be classified as period expense.  Also, the correct ending inventories are as follows:


Material

$  50,000


Work in process

30,000


Finished goods

125,000

As this is the first year of operations, there were no beginning inventories.

Instructions

a. Identify the shortcomings and errors in the above income statement.  Based on the shortcomings you have identified, explain whether you would expect the company’s actual net income for the first year of operations to be higher or lower than the amount shown.

b. Prepare schedules to determine:

1. The cost of direct materials used.

2. Total manufacturing overhead.

c. Prepare a schedule of cost of finished goods manufactured during the year.  (Use the amounts computed in part b as the costs of direct materials used and manufacturing overhead.)

d. Prepare a corrected income statement for the year, using a multiple-step format.  Assume that income taxes expense amounts to 25% of income before income taxes.
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