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1.
Single charging rate
= ($3,000/1,000) + $1.50



= $4.50 per gift




Number


Charging
   
Store   

 of Gifts 
×
  
Rate  

=
 Total

The Paper Chase

170
$4.50
$
765

Reservation Art

310
4.50
1,395

Kid-Sports

240
4.50
1,080

Sugar Shack

10
4.50
45

Designer Shoes

50
4.50
225

Boutique de Donatessa

200
4.50
900

Alan’s Drug and Sundries

  
450
4.50
 
2,025

Total

1,430

$6,435
2.


Number

Allocated  

   
Store   

 of Gifts 
Percent
Fixed Amount*

The Paper Chase

175
17.50
$  
525

Reservation Art

400
40.00
1,200

Kid-Sports

100
10.00
300

Sugar Shack

75
7.50
225

Designer Shoes

20
2.00
60

Boutique de Donatessa

130
13.00
390

Alan’s Drug and Sundries

  
100
 
10.00
   
300

Total

1,000
100.00
$3,000
*Allocated fixed amount = Percent × $3,000.

Variable rate = $1.50 per gift




Number
Variable

Fixed

Total
   
Store   

 of Gifts 
Amount
+
Amount
=
Charge

The Paper Chase

170
$
   255
$  
525
$  
780

Reservation Art

310
465
1,200
1,665

Kid-Sports

240
360
300
660

Sugar Shack

10
15
225
240

Designer Shoes

50
75
60
135

Boutique de Donatessa

200
300
390
690

Alan’s Drug and Sundries

 
 450
 
675
   
300
  
975

Total

1,430
$
2,145
$
3,000
$
5,145
3.
The shops that actually use the gift-wrapping service less than anticipated would like the single charging rate. The single charging rate assigns less of the fixed cost to the shops using less of the service. The Sugar Shack originally anticipated having 75 gifts wrapped per month but actually had only 10 gifts wrapped. Under the single charging rate, The Sugar Shack pays $45; under the dual charging rate, it pays $240.


The dual charging rate method is preferred by shops that use the service as much as or more than anticipated. Alan’s Drug and Sundries had a much greater use for the service and would be charged $975 under the dual rate but $2,025 under the single rate.

4.
Irrespective of the charging rate method, Barry may be overcharging by overestimating his fixed costs. The space used by the gift-wrapping service is one of three vacant spaces. The opportunity cost of using it to wrap gifts is zero. Until the ninth space is rented and there is an occupant for the tenth, perhaps the fixed cost should include only the wages paid to the gift wrappers.
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1.
Direct method:

Proportion of:

Pottery


Retail



Machine hours

0.375
0.625


Number of employees

0.429
0.571

Power:


(0.375 × $100,000)

$ 
37,500


(0.625 × $100,000)


$ 
62,500

Human resources:


(0.429 × $205,000)

87,945


(0.571 × $205,000)


117,055

Direct costs

  
80,000
  
50,000


$
205,445
$
229,555
2.
Sequential method:



Human



Power

Resources

Pottery


Retail

Machine hours

—
—
0.375
0.625

Number of employees

0.125
—
0.375
0.500

Direct costs

$
100,000
$ 
205,000
$ 
80,000
$ 
50,000

Human resources:


(0.125 × $205,000)

25,625
(25,625)


(0.375 × $205,000)


(76,875)
76,875


(0.500 × $205,000)


(102,500)

102,500

Power:


(0.375 × $125,625)

(47,109)

47,109


(0.625 × $125,625)

  
(78,516)




 
 78,516


$     
 0
$      
 0
$
203,984
$
231,016
3.
Reciprocal method:



Human



Power

Resources

Pottery


Retail

Machine hours

—
0.200
0.300
0.500

Number of employees

0.125
—
0.375
0.500


HR
= $205,000 + 0.200P
P = $100,000 + 0.125HR


HR
= $205,000 + 0.200($100,000 + 0.125HR)
P = $100,000 + 0.125($230,769)


HR
= $205,000 + $20,000 + 0.025HR
P = $100,000 + 28,846


0.975HR
= $225,000
P = $128,846


HR
= $230,769


Total Cost

Pottery


Retail


Human resources:
$250,000


(0.375 × $230,769)


$ 
86,538


(0.500 × $230,769)



$
115,385

Power:
50,000


(0.300 × $128,846)


38,654


(0.500 × $128,846)



64,423

Direct costs


  
80,000
  
50,000



$
205,192
$
229,808
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1. 

a.
Relative sales-value-at-split-off method:






Monthly
Sales
Relative

Allocated







Unit
Price
Sales Value
Percent of
Joint


Output

per Unit

at Split-Off

Sales


Costs

Studs

75,000
$ 
8
$
600,000
46.15%
$
461,539

Decorative pieces



5,000
60
300,000
23.08
230,769

Posts

20,000
20

400,000

30.77

307,692

Total




$
1,300,000
100.00%
$
1,000,000
b.
Physical units (volume) method at split-off:



Units

Percent
×
Joint Cost
=
Allocated Joint Cost
Studs

75,000
0.750
$1,000,000
$
750,000

Decorative pieces

5,000
0.050
1,000,000
50,000

Posts


20,000
0.200
1,000,000
 
200,000

Total

100,000


$
1,000,000
c.
Estimated net realizable value method:


Fully






Processed



Estimated







Monthly
Sales
Net

Allocated






Unit
Price
Realizable
Percent of
Joint



Output

per Unit

Value


Value


Costs

Studs

75,000
$ 
8
$
600,000
44.44%
$
  444,445

Decorative pieces


4,500*
100
350,000**
25.93
259,259

Posts


20,000
20

400,000

29.63

296,296

Total




$
1,350,000
100.00%
$
1,000,000
*5,000 monthly units of output – 10% normal spoilage = 4,500 good units.

**4,500 good units × $100 = $450,000 – Further processing cost of $100,000 = $350,000.

2.  
Monthly unit output


5,000


Less: Normal further processing shrinkage



500


Units available for sale



4,500

Final sales value (4,500 units @ $100 per unit)


$
450,000


Less: Sales value at split-off



300,000


Differential revenue


$
150,000


Less: Further processing costs



100,000


Additional contribution from further processing


$
50,000
3.
Assuming Sonimad Sawmill, Inc., announces that in six months it will sell the rough-cut product at split-off, due to increasing competitive pressure, at least three types of likely behavior that will be demonstrated by the skilled labor in the planing and sizing process include the following:

· Poorer quality.

· Reduced motivation and morale.

· Job insecurity, leading to nonproductive employee time spent looking for jobs elsewhere.


Management actions that could improve this behavior include the following:

· The company could improve communication by giving the workers a more comprehensive explanation for why the order was changed  and by outlining a plan for future operation of the rest of the plant.

· The company can offer incentive bonuses to maintain quality and production and align rewards with goals.

· The company could provide job relocation and internal job transfers.

