
MANAGEMENT ACCOUNTING
(May 24th , 2012)

SOAL 1 DECISION MAKING AND RELEVANT INFORMATION – SPECIAL ORDER
Neutron Engineering makes cutting tools for metalworking operations. It makes two types of tools: X3 (a regular
cutting tool) and RS6 (a high precision cutting tool). X3 is manufactured on a regular machine, but RS6 must be
manufactured on both the regular machine and a high precision machine. The following information is available.

Additional information includes:
a. Neutron faces a capacity  constraint on the regular machine of 60.000 hours per year
b. The capacity of the high precision machine is not a constraint
c. Of the $900.000 budgeted fixed overhead costs of RS6, $700.000 are lease payment for the high

precision machine. This cost is charged entirely to RS6 because Neutron uses the machine exclusively
to produce RS6. The lease agreement for the high precision machine can be canceled at any time
without penalties

d. All other overhead costs are fixed and cannot be changed.

Required:
1. What product mix (how many units of X3 and RS6) will maximize Neutron’s operating income?
2. Suppose Neutron can increase the annual capacity of its regular machines by 20.000 machine-hours at

a cost of $300.000. Should Neutron increase the capacity of the regular machines by 20.000 machine
hours? By how much will Neutron’s operating income increase?

3. Suppose that the capacity of the regular machines has been increased to 80.000 hours. Neutron has
been approached by Calvin Corporation to supply 40.000 units of another cutting tool, Q3, for $240 per
unit. Neutron must either accept the order for all 40.000 units or reject it totally. Q3 is exactly like X3
except that its variable manufacturing cost is $140 per unit. (It takes one hour to produce one unit of Q3
on the regular machine and variable marketing cost equals $30 per unit). What product mix should
Neutron choose to maximize operating income?

SOAL 2 DECISION MAKING AND RELEVANT INFORMATION – MAKE OR BUY DECISION
Middleton Engineering manufactures small engines. The engines are sold to manufacturers who install them in
such products as lawn mowers. The company currently manufactures all the parts used in these engines but is
considering a proposal from an external supplier who wishes to supply the starter assemblies used in these
engineers.

The starter assemblies are currently manufactured in Division 3 of Middleton Engineering. The costs relating to
the starter assemblies for the past 12 months were as
follows:

X3 RS6
Selling price $200 $300
Variable manufacturing cost per unit $120 $200
Variable marketing cost per unit $30 $70
Budgeted total fixed overhead costs $500.000 $900.000
Hours required to produce one unit on the regular machine 1 0,5

Direct materials $250.000
Direct manufacturing labor $200.000
Manufacturing overhead $450.000
Total $900.000



Over the past year, Division 3 manufactured 150.000 starter assemblies. The average cost for each starter
assembly is $6 ($900.000 : 150.000).

Further analysis of manufacturing overhead revealed the following information. Of the total manufacturing
overhead, only 25% is considered variable. Of the fixed portion, $165.000 is an allocation of general overhead
that will remain unchanged for the company as a whole if production of the starter assemblies is discontinued. A
further $120.000 of the fixed overhead is avoidable if the production of the starter assemblies is discontinued.
The balance of the current fixed overhead, $52.500, is the division manager’s salary. If production of the starter
assemblies is discontinued, the manager of Division 3 will be transferred to Division 2 at the same salary. This
move will allow the company to save the $50.000 salary that would otherwise be paid to attract an outsider this
position.
Required:

1. Sinclair Electronics, a reliable supplier, has offered to supply starter-assembly units at $5 per unit.
Because this price is less than the current average costs of $6 per unit, the vice president of
manufacturing is eager to accept this offer. On the basis of financial consideration alone, should the
outside offer be accepted? (Hint: production output in the coming year may be different from production
output in the past year)

2. How, if it all, would you response to requirement  1 change if the company could use the vacated plant
space for storage and, in so doing, avoid $60.000 of outside storage charges currently incurred? Why is
this information relevant or irrelevant?

SOAL 3 DECISION MAKING AND RELEVANT INFORMATION – CONSTRAINED RESOURCE
Northfore Company produces three products, A110, B382, and C657. Unit data for the three products follows:

All three products use the same direct material, Bistide. The demand for the product far exceeds the direct
materials available to produce the products. Bistide costs $3 per pound and a maximum of $5.000 pounds is
available each month. Northford must produce a minimum of 200 units of each product.
Required:

1. How many units of products A110, B382, C657 should Northford produce?
2. What is the maximum amount Northford would be willing to pay for another 1.000 pounds of Bistide?

SOAL 4 PRICING DECISIONS AND COST MANAGEMENT – COST PLUS
Rainbow makes candy bars for vending machines and sells them to vendors in cases of 30 bars. Although
Rainbow makes a variety of candy, the cost differences are insignificant and the cases all sell for the same price.

A110 B382 C657
Selling price $84 $56 $70
Variable costs

Direct materials 24 15 9
Labor and the other costs 28 27 40

Product



Rainbow has a total investment in capital of $13.000.000. It expects to sell 500.000 cases of candy next year, as
it has had relatively constant sales over the past few years. Rainbow requires a 10% target ROI.
Expected costs for next year are:

Rainbow prices the cases of candy at full cost plus mark up to generate profits equal to the target return on
capital.

Required:
1. What is the target operating income?
2. What is the selling price Rainbow needs to charge to earn the target operating income? Calculate the

markup percentage on full cost.
3. Rainbow’s closest competitor has just increased its candy case price to $15, although it sells 36 candy

bars per case. Rainbow is considering increasing its selling price to $14 per case. Assuming sales
decrease by 5%, calculate Rainbow’s return on investment. Is increasing the selling price a good idea?

SOAL 5 – TRANSFER PRICING
The Westford Company manufactures and sells television sets. Its Assembly Division (AD) buys television
screens from the Screen Division (SD) and assembles the TV sets. The SD, which is operating at capacity,
incurs an incremental manufacturing cost of $95 per screen. The SD can sell all its output to the outside market
at a price of $145 per screen, after incurring a variable marketing and distribution cost of $6 per screen. If the AD
purchases screens from the outside suppliers at a price of $145 per screen, it will incur a variable purchasing
cost of $4 per screen. Westford’s division managers can act autonomously to maximize their own division’s
operating income.

Required:
1. What is the minimum transfer price at which the SD manager would be willing to sell screens to the AD?
2. What is the maximum transfer price at which the AD manager would be willing to purchase screens

from the SD?
3. Now suppose that the SD can sell only 80% of its output capacity of 12.000 screens per month on the

open market. Capacity cannot be reduced in the short run. The AD can assemble and sell more than
12.000 TV sets per month.
a. What is the minimum transfer price at which the SD manager would be willing to sell screens to the

AD?
b. From the point of view of Westford’s management, how much of the SD output should be

transferred to the AD?
c. What transfer-pricing policy will achieve the outcome desired in requirement 3b?

Variable production costs $3,50 per case
Variable marketing and distribution costs $1,50 per case
Fixed production costs $1.000.000
Fixed marketing and distribution costs $700.000
Other fixed costs $500.000



Jawaban:

SOAL 1
1)

X3 RS6
Selling price $200 $300
Variable manufacturing cost per
unit $120 $200
Variable marketing cost per unit $30 $70
Total variable costs per unit $150 $270
Contribution margin per unit $50 $30

Contribution margin per hour of
the

constrained resource (regular machine) $50 $60

Total contribution margin from
selling

only X3 or only RS6 $3.000.000 $3.600.000
Less: Lease costs of high-precision machine

to produce and sell RS6 $0 $700.000
Net relevant benefit $3.000.000 $2.900.000

2)

X3 RS6
Total contribution margin from selling
only

X3 or only RS6 $4.000.000 $4.800.000
Less Lease costs of high precision
machine

that would be incurred if RS6 is produced and
sold $0 $700.000

Less Cost of increasing capacity by
20.000

hours on regular machine $300.000 $300.000
Net relevant benefit $3.700.000 $3.800.000

3)

X3 RS6 Q3
Selling price $200 $300 $240
Variable manufacturing costs per unit $120 $200 $140



Variable marketing costs per unit $30 $70 $30
Total variable costs per unit $150 $270 $170
Contribution margin per unit $50 $30 $70

Contribution margin per hour of the $50 $60 $70
constrained resource (regular
machine)

To produce 40.000 units of Q3 needs
40.000 hrs

$70 x
40.000 $2.800.000

Now, Neutron has 80.000 hrs - 40.000 hrs = 40.000
hrs remain

X3 RS6
Total contribution margin from selling only

X3 or only RS6 $2.000.000 $2.400.000
Less Lease costs of high precision machine

to produce and sell
RS6 $0 $700.000

Net relevant benefit $2.000.000 $1.700.000

Difference = $2.400.000-$2000.000 = $400.000 < $700.000

Conclusion = Accept Calvin's offer and produce
40.000 units of Q3 and 40.000 units of X3

SOAL 2

Given:

The variable costs required to manufacture 150.000 starter
assemblies are

Direct materials $250.000
Direct manufacturing labor $200.000
Variable manufacturing overhead $112.500
Total variable costs $562.500

Variable costs per unit = $562.000 : 150.000 = $4 per unit



All Data Relevant Data
MAKE BUY MAKE BUY

Variable manufacturing costs 4X $0 4X $0
Fixed general manufacturing overhead $165.000 $165.000 $0 $0
Fixed overhead, avoidable $120.000 $0 $120.000 $0
Division 2 manager's salary $50.000 $52.500 $50.000 $52.500
Division 3 manager's salary $52.500 $0 $52.500 $0
Purchase cost, if bought from Sinclair $0 5X $0 5X
Total $387.500 $217.500 $222.500 $52.500

+ 4X + 5X + 4X + 5X

All data analysis:
$387.500 + $4X =
$217.500 + 5X
X = 170.000

Or data analysis:
$222.500 + 4X = $52.500
+ 5X
X = $170.000

X = number of starter assemblies required in the next
12 months

Then:
- If production < 170.000 units, so BUY
- If production > 170.000 units, so MAKE

SOAL 3

A110 B382 C657
Selling price 84 56 70
Variable
costs:

Direct materials (DM) 24 15 9
Labor and other costs 28 27 40
Total variable costs 52 42 49

Contribution margin 32 14 21
Pounds of DM per unit
(lbs) 8 5 3
Contribution margin per
lb. 4 2,8 7



Minimum requirements:

A110 B382 C657 Total
Minimum units 200 200 200
Times pounds per unit 8 5 3
Pounds needed to produce minimum units 1600 1000 600 3200 lbs

Maximum pounds = 5000 - 3200 pounds = 1800 pounds 600

SOAL 4

(1) Target Operating Income = Retun on capital in dollars = $13.000.000 x 10% = 1.300.000

(2)
Revenue $6.000.000
Variable costs [($3,5 + $1,5) x 500.000 cases $2.500.000 2
Contribution margin $3.500.000
Fixed costs ($1.000.000 + $700.000 + $500.000) $2.200.000 3
Operating income $1.300.000 1

Selling price = $6.000.000/500.000 cases = $12 per case
Markup % on full cost
Full cost = $2.500.000 + $2.200.000 = $4.700.000
Unit cost = $4.700.000 : 500.000 cases = $9,4 per case
Markup % on full cost = ($12 - $9,4) : $9,4 = 27,7%

3)

For the Year Ending December 31, 20XX
Revenue ($14 x 95% x 500.000 cases) $6.650.000
Variable costs ($5 x 475.000 cases) $2.375.000
Contribution margin $4.275.000
Fixed costs $2.200.000
Operating income $2.075.000

Return on investment = $2.075.000 : $13.000.000 = 15,96% 10% ROI tahun lalu



SOAL 5

1) Minimum transfer price/screen dari SD ke AD = $145 - $6 = $139
2) Maximum transfer price that AD is willing to pay = $145 + $4 = $149
3) SD sells 9600 TVs (80% x 12000/month) to the outside market

(a) Minimum transfer price = $95 because 20% of output can be sold to the market any longer which
means there is no opportunity cost existing in this condition. So, it’d be better for SD to sell the
screens MINIMUM at $95 to cover its manufacturing cost.

(b) As a whole company, Westford management prefers to transfer all screens from SD to AD to avoid
the purchasing cost in AD. Moreover, by doing that SD doesn’t need to pay marketing and
distribution cost.

(c) What management must do for that: negotiate with SD and AD. At least, the transfer price is about
$139-$149


