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In one of Tts divisions, an aircraft components manufacturer produces

experimental havigational equipment for spacecraft and for private 1 v :
transportation comypanies. Although the products are essentially

identical, they carry different product numbers. The XNS-x% model is

sold to a government agency on a cost-reimbursed bgsfs. In other words, the price
charged to the government iS\equal to the computéd cost plus a fixed fee. The JEF-3
model is sold to the private tranSportation gempanies on a competitive basis. The
product development cost, common tQ b6th models, must be allocated to the two

products in order to determine the«ost far setting the price of the XNS-12.

Required

a. How would’you recommend the product develepment cost be allocated
between the two products?

b. What incentives do managers have to allocate product development
costs? Why?

2-34. Cost Allocation—Ethical Issues

(LO 2-3)

Star Buck, a coffee shop manager, has two major product lines—drinks
and pastries. If Star allocates common costs on any objective basis

discussed in this chapter, the drinks are profitable, but the pastries are
not. Star is concerned that her boss will pull the plug on pastries. Star’s
brother, who is struggling to make a go of his new business, supplies pastries to the
coffee shop. Star decides to allocate all common costs to the drinks because, “Drinks
can afford to absorb these costs until we get the pastries line on its feet.” After
assigning all common costs to drinks, both the drinks and pastries product lines appear
to be marginally profitable. Consequently, Star’s manager decides to continue the
pastries line.

Required
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a. How would you recommend Star allocate the common costs between
drinks and pastries?

b. You are the assistant manager and have been working with Star on the
allocation problem. What should you do?

B

f
2-35. Prepare Statements for a Manufacturing Company

(LO 2-2,4)

The following balances are from the accounts of Tappan Parts:

-

(

January 1 (Beginning) December 31 (Endjrig)

Direct\materials inventory $962,000 $884,000
Work-iﬁ-p cess inventory 1,354,000 1,430,000
Finished goods 312,000 364,000

Direct materials used during the year amount to $1,196,600 and the cost of goods sold

for the year was $1,378,000:
Required

Find the following by ¢

https://ambassadored.vitalsource.comV#/books/1260006859/cfi/6/26! /4/522/2/2@0:58.9

4/5




