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Guided Example

Raleigh Company segments its business into two regions—East and West. The company prepared
the contribution format segmented income statement as shown below:

Sales S 1,050,000 600,000 S 450,000
Variable expenses 495,000 360,000 135,000
Contribution margin 555,000 240,000 315,000
Traceable fixed expenses 123,000 60,000 63,000
Segment margin 432,000 S 180,000 S 252,000
Common fixed expenses 185,000
Net operating income S 247,000

Required:

1. Compute the companywide break-even point in dollar sales.

2. Compute the break-even point in dollar sales for the East Region.

3. Compute the break-even point in dollar sales for the West Region.
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Requirement 1: Compute the companywide break-even point in dollar sales.

Dollar sales for company  Traceable fixed expenses + Common fixed expenses
to break even B Overall CM ratio
~ $123,000 + $185,000
a 0.529
= $582,231
Requirement 2: Compute the break-even point in dollar sales for the East Region.
Dollar sales for segment _ Segment traceable fixed expenses
to break even B Segment CM ratio
_ $60,000
04
= $150,000

Requirement 3: Compute the break-even point in dollar sales for the West Region.

Dollar sales for segment Segment traceable fixed expenses
to break even =

Segment CM ratio
B $63,000
07

= $90,000
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Cheetah Company manufactures and sells a single product. The following costs were

incurred during the company’s first year of operations:

Variable costs per unit:

Direct materials S8

Direct labor $12

Variable manufacturing overhead S6

Variable selling and administrative S5
Fixed costs:

Fixed manufacturing overhead S440,000

Fixed selling and administrative $260,000

During the year, the company produced 40,000 units and sold 38,000 units. The selling

price of the company’s product is $80 per unit.

Required:
1. Assume that the company uses absorption costing:
a. Compute the unit product cost.
b. Prepare an income statement for the year.
2. Assume that the company uses variable costing:
a. Compute the unit product cost.
b. Prepare an income statement for the year.
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Requirement 1. Assume that the company uses absorption costing. Compute the unit product
cost and prepare an income statement.

Direct materials S8 Sales $3,040,000
Direct labor 12 Cost of goods sold 1,406,000
Variable manufacturing overhead 6 Gross margin 1,634,000
Fixed manufacturing overhead 11 Selling and administrative expenses 450,000
Absorption costing unit product cost $3_7 Net operating income $1,184.000

Requirement 2. Assume that the company uses variable costing. Compute the unit product cost
and prepare an income statement.

Sales $3,040,000
Direct materials $g Variable expenses:
Direct labor 12 Variable cost of goods sold 988,000
Variable manufacturing overhead 6 Variable selling expense 190,000 1,178,000
Variable costing unit product cost $26 Contribution margin 1,862,000
Fixed expenses:
Fixed manufacturing overhead 440,000
Fixed selling and administrative expense 260,000 700,000
Net operating income 51,162,000

Difference: 2.000 units * 11 (440.000 ==40.000) = 22.000 - 1.184.000 — 1.162.000 = 22.000
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Ranjani Company segments its income statement into its East and West Divisions. The
company’s overall sales, contribution margin ratio, and net operating income are $600,000,
55%, and $15,000, respectively. The East Division’s contribution margin and contribution
margin ratio are $130,000 and 65%, respectively. The West Division’s segment margin is
$40,000. The company has $80,000 of common fixed expenses that cannot be traced to either
division.

Required:

1. Prepare an income statement for Ranjani Company that uses the contribution format and
is segmented by divisions. In addition, for the company as a whole and for each segment,
show each item on the segmented income statements as a percent of sales.
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Required: Prepare an income statement for Ranjani Company that uses the contribution format
and is segmented by divisions. In addition, for the company as a whole and for each segment,
show each item on the segmented income statements as a percent of sales.

Total Company East West

Amount % Amount % Amount %
Sales $600,000 100.0% $200,000 100.0% S$400,000 100.0%
Variable expenses 270,000 45.0% $70,000 35.0% 200,000 50.0%
Contribution margin 330,000 55.0% 130,000 65.0% 200,000 50.0%
Traceable fixed expenses 235,000 39.2% 75,000 37.5% $160,000 40.0%
Territorial segment margin 95,000  15.8% 55,000  27.5%  S40.000 10.0%
Common fixed expenses 80,000 13.3%

Net operating income S 15.000 2.5%
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Wentzel Company manufactures and sells one product. The following information pertains to
each of the company’s first two years of operations:

Variable costs per unit:

Manufacturing: _
Fixed costs per year:
Direct materials $15
Fixed manufacturing overhead $525,000
Direct labor $10 _ o
Fixed selling and administrative $110,000
Variable manufacturing overhead 57
Variable selling and administrative S1

During its first year of operations, Wentzel produced 75,000 units and sold 60,000 units.
During its second year of operations, it produced 60,000 units and sold 75,000 units. The
selling price of the company’s product is $58 per unit.
Required:
1. Assume that the company uses variable costing:
a. Compute the unit product cost for Year 1 and Year 2.
b. Prepare an income statement for Year 1 and Year 2.
2. Assume that the company uses absorption costing:
a. Compute the unit product cost for Year 1 and Year 2.
b. Prepare an income statement for Year 1 and Year 2.
3. Explain the difference between variable costing and absorption costing net operating
income in Year 1. Also, explain why the two net operating incomes differ in Year 2.
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Requirement 1: Assume that the company uses variable costing. Compute the
unit product cost and prepare an income statement.

Year 1 Year 2

Direct materials S15 S15

Direct labor 10 10

Variable manufacturing overhead 7 7

Variable costing unit product cost $32 $32

Year 1 Year 2

Sales 3,480,000 4,350,000
Variable expenses:
Variable cost of goods sold 1,920,000 2,400,000
Variable selling expense 60,000 75,000
Contribution margin 1,500,000 1,875,000
Fixed expenses:
Fixed manufacturing overhead 525,000 525,000
Fixed selling and administrative expense 110,000 110,000

Net operating income 5865.000 51,240,000
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Requirement 2: Assume that the company uses absorption costing. Compute the unit product
cost and prepare an income statement.

\CET] Year 2
Direct materials 15.00 15.00
Direct labor 10.00 10.00
Variable manufacturing overhead 7.00 7.00
Fixed manufacturing overhead 7.00 8.75
Absorption costing unit product cost S 39.00 S 4075

Year 1 Year 2

Sales S 3,480,000 S 4,350,000
Cost of goods sold 2,340,000 3,030,000
Gross margin 1,140,000 1,320,000
Selling and administrative expenses 170,000 185,000

Net operating income S 970,000 S 1,135,000
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Requirement 3: Explain the difference between variable costing and absorption costing net
operating income in Year 1. Also, explain why the two net operating incomes differ in Year 2.

S e et

Units in beginning inventory 0 15,000

+ Units produced 75,000 60,000

- Units sold 60,000 75,000

= Units in ending inventory 15,000 0

| Yearl Year 2
Fixed manufacturing overhead in ending inventory (15,000 X S7/unit) S 105,000 S 0
Deduct: Fixed manufacturing overhead in beginning inventory (15,000 X $7/unit) 0 105,000
Manufacturing overhead deferred in (released from) inventory S 105,000 S (105,000)
Year 1 Year 2
Variable costing net operating income S 865,000 S 1,240,000

Add: Fixed manufacturing overhead cost deferred in

inventory under absorption costing

Deduct: Fixed manufacturing overhead cost released
1

from inventory under absorption costing 0 05,000

Absorption costing net operating income S 970,000 S 1,135,000

105,000
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Wilson Company segments its business into two regions—North and South. The company
prepared the contribution format segmented income statement as shown below:

Sales S 650,000 $ 400,000 S 250,000
Variable expenses 315,000 240,000 75,000
Contribution margin 335,000 160,000 175,000
Traceable fixed expenses 123,000 60,000 63,000
Segment margin 212,000 S 100,000 S 112,000
Common fixed expenses 89,000

Net operating income S 123,000

Required:

1. Compute the companywide break-even point in dollar sales.

2. Compute the break-even point in dollar sales for the North Region.

3. Compute the break-even point in dollar sales for the South Region.

4. Prepare a new segmented income statement based on the break-even dollar sales that you
computed in requirements 2 and 3. What is Wilson’s net income (loss) in your new
segmented income statement?
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Requirement 1: Compute the companywide break-even point in dollar sales.

Dollar sales for company  Traceable fixed expenses + Common fixed expenses
to break even B Overall CM ratio
$123,000 + $89,000
B 0.515
= $411,650
Requirement 2: Compute the break-even point in dollar sales for the North Region.
Dollar sales for segment _ Segment traceable fixed expenses
to break even B Segment CM ratio
_ $60,000
04
= $150,000

Requirement 3: Compute the break-even point in dollar sales for the South Region.

Dollar sales for segment Segment traceable fixed expenses
to break even =

Segment CM ratio
$63,000
0.7

= $90,000
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Requirement 4: Prepare a new segmented income statement based on the break-even
dollar sales that you computed in requirements 2 and 3. What is Wilson'’s net income
(loss) in your new segmented income statement?

Total Company North South

Amount Amount Amount
Sales $240,000 $150,000 $90,000
Variable expenses 117,000 90,000 27,000
Contribution margin 123,000 60,000 63,000
Traceable fixed expenses 123,000 60,000 63,000
Territorial segment margin 0 S 0 S 0
Common fixed expenses 89,000

Net operating loss (589,000)
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PROBLEM 6.25

H etaipio «<tHAEKTPONIKEZ KATAZKEYEZ A.B.E.» mapayel e€aptrata NAEKTPOVIKWY CUCKEV WV. ITa Tpla mpwta Xpovia tng Astoupyiag tng
£lXe Ta MO KATW AMoTEAECHATA:

10 'ET0G 20 'ET10g 30 'ET0g
NMwARoeig 800.000 640.000 800.000
KéoTtog NwAnBévTwyv:
AToBépaTa apxng 0 0 200.000
MAéov K6oTog TTapaxbéviwy 580.000 600.000 560.000
= [poidvTa TTpog dIdbeon 580.000 600.000 760.000
Meiov atroBépaTa TEAoug 0 200.000 140.000
= KooTog MwAnBEvTWY 580.000 580.000 400.000 400.000 620.000 620.000
MikT6 atrotéAecua 220.000 240.000 180.000
Meiov Aatraveg Aloiknong & Aidbeong 190.000 180.000 190.000
= ATTOTEAEC PO EKPETAAAEUONG 30.000 60.000 -10.000

210 teAeuTaio Tpipnvo tou SeUTEPOU £€TOUG, Evag QVIAYWVIOTHC amocUpBnke amo tnv ayopd, tpododotwvtag tnv mapdAAnia pe Ta
amoBEpatd tou. AMOTEAECUA TOU YEYOVOTOG aUTOU NTav va UelwBouv ot mMwARoELg TNG etatpiag katd 20%. NapdAAnAa, n Sdioiknon tou
gepyootaoctiou, eneldn sixe mpoPAEPeL 6TL Ba Statnpouos TouAdxLoTOV 0TOOEPEC TLG MWANROELS, £lXe TtpoPel og avénon TG mapaywyng, yLa
VOl UIOpEL va avTLeTWIioelL evdexouevn avénon tng {ntnone.

Katd tnv évapén tou tpitou xpovou, PBAEmovtag OtL Ta amobépata avéndnkav umepPoAkd, n Sitoiknon amodpdocios, vo UELWOEL n
napaywyn. H ouvoAikr) dlakivnon Twv amoBepdtwy, eivatl auTh, TTou TTOPOUCLAZETOL OTOV TILO KATW TTVOKOL:
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PROBLEM 6.25 ouvéxela

10 'ETOC 20 ‘ETog 30 ‘ETtog
Mapaywyr o€ povadeg 50.000 60.000 40.000
MwANoeIg o€ HovAadeg 50.000 40.000 50.000

OL tapeXOpLEVEG TP OOBeTeC MAnpodopleg eival oL akOAoUBEC:

O MopPaywyLKOG HUNXOVIOMOC TNG €muxeipnong €ival o€ peyalo BoabBpd QUTOHATONMOLNUEVOC, UE OTMOTEAECUA TA
HETAPANTA KOOTN TOpaywyng va eival 2€ ava TepdxLo Kal to otabepd Blopnxavikd kéotn (otabepa MNBE) 480.000 €
gTnolwc.

H kat €to¢ mapaywyn yivetal yvwotn, Bacel mapayyeAoAniag, ano tnv apxn te neptodou Kat ta otabepd MBE tng
eTxelpnong, amoppodwvtal amnod TNV EKACTOTE ETAOLA TTAPAYWYH. ZUVETELQ TWV TILO IAVW £ivat, To OTL KABE Xpovo,
urtoAoyileTal VEOG OUVTEAEOTHG eTUBOpUVOEWC TwV 2TaBepwv MBE

Ta petafAnta €€oda Awoiknong kot AwdBeong sival 1 € ava tepdylo, urmoloylopeva ot nwAnBeloeg kat' £tog
povadeg kot ta otabepd €€oda 140.000 €.

H etaupia xpnopomnotel tnv p€EBodo FIFO yLa Tov UTTOAOYLOUO TwV ATOOEUATWY

Me Baon ta 1o navw Inteiton va utoAoyiosTe:

1.Ta anoteAéopata pe TV dpeon (HetaBAnTr) KootoAdynon.

2.To ava povada KOoTtog yLa KABe xpovo He tnv MARPN KOotoAoynon He Staxwplopd otabepol kol petaBAntou
KOOTOUC.

3.E€nynote ylatli to amotéAsopa tou SeUTEPOU XPOVOU HE TNV MARPN KOOTOAOYNnon Eeival HEYOAUTEPO Qv Kal
TIOUVANONKav Alyotepa poiovra.

4 E€nynote yLati n emuyeipnon eixe {npia tov Tpito Xpovo av Ko oL TWARCELS TG auéNBnkav.




Guided Example

PROBLEM 6.25 ouvéxela

1.

NMwARosig

Meiov peTaBAnTd K6oTOG € 2/poVvada
Meiov petaBAnTd K6oTOC € 1/pOVAda

20vOAo peTaBAnToU KOOTOUG
Mep1Bwpio oupPoAng

Meiov otaBepd 'BE

Meiov Aoitd oTaBepa
20VOAO oTOBEPWYV dATTAVWV

KaBapo6 atroTéAeopa

2.
MeTaBANTS KOOTOG TTAPAYWYAS

2100€pa BE 480.000/50.000
2100€pd BE 480.000/60.000
2100epa BE 480.000/40.000
Avd Tepdyi1o K60 TOG

10 ‘Etog
800.000

100.000

50.000

150.000__150.000
650.000

480.000

140.000

620.000 _620.000

30.000

9,60

11,60

80.000

40.000
120.000

120.000

480.000

140.000

620.000

20 'ETog
640.000

100.000

50.000

520.000

150.000

480.000

140.000

620.000

-100.000

10

620.000

12
14

30 'ETog
800.000

150.000

650.000

620.000

30.000
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PROBLEM 6.25 ouvéxela

3.

I TO MPWTO £TOC EXOULE TO (610 amoTtéAeopa yLlati mouAnBnkav 6o apnxdnoav.

2to SeUtepo xpovo Exoupe Stadopd €160.000 SLotL:

Me mAnpn KOOTOAOYNGN OTLG TIEPLITTWOELG TIOU EXOUUE HeyaAUTEPN (o€ OYKO) tapaywyrn oo MWANRCELS, LEPOC UOVO
Twv otaBepwv BE petadépetal ota anoteAéopota. H avaloyia and ta otabepd MBE MOU €VOWUATWVETOL OTO
amoBgpata mapapEvel wg agla ktong amobepdtwyv oto KukAodopoUlv evepyntiko. Etol oe auénoelg amoBepdtwv
EXOUE HEYOAUTEPO KEPOOC LE TNV MARPN KOGTOAOYNON OE OXEON UE TNV Apeon (HeTaBAnTh).

H dtadopd 6e ooltal pe tov aplOud Twv povadwyv mou arnobepatonolidnkav €ni 1o avd povado KOoTo¢ TwvV
otaBepwv IBE. Xtnv nepimtwon pag 20.000 povadeg X € 8 ava povada = 160.000.

Képdog 60.000 pe tnv mARpn pelov {nuia 100.000 pe tnv petafAnti = 160.000 Stadopa.

4,

310 Tpito £10G £Xoupe avaAwon amoB£patog 10.000 povadwy pe k6otog €8/tepdyLo kat anobepatomnoinon 20.000
pHovadwv pe k0otog €12 ava tepdxlo, ATotL:

EriBapuvon tou kdotou g tng mArpoug pe 20.000 X €8= €160.000 kat Tautoxpova Heiwaon tou kootoug pe 10.000 X
€12 =€120.000. ZuvoAikn emiBapuveon € 40.000
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