
3/14/2017 Bookshelf Ambassadored: Fundamentals of Cost Accounting 

k 
I n one ori^divisions, an aircraft components manufacturer produces 

experimental n^igational equipment for spacecraft and for p r i v a t e k 

transportation companies. Although the products are essentiall' 

identical, they carry different product numbers. The XNS;>r2 model is 

sold to a government agent^v on a cost-reimbursed b^gis. I n other words, the price 

cjiarged to the government i ^ q u a l to the commrf^d cost plus a fixed fee. The JEF-3 

model is sold to the private tran§portationp€(mpanies on a competitive basis. The 

product development cost, commorrto>6th models, must be allocated to the two 

products in order to determine th^/dosrfQr setting the price of the XNS-12. 

Required 

a. How woujd^ou recommend the product development cost be allocated 

betw@^ the two products? 

b. What incentives do managers have to allocate p r o d u ^ development 

costs? Why? 

2-34. Cost A l l o c a t i o n — E t h i c a l I s s u e s 

( L P 2-3) 

Star Buck, a coffee shop manager, has two major product lines—drinks 

and pastries. I f Star allocates common costs on any objective basis k ' ,\ 

discussed in this chapter, the drinks are profitable, but the pastries are 

not. Star is concerned that her boss wil l pull the plug on pastries. Star's 

brother, who is struggling to make a go of his new business, suppUes pastries to the 

coffee shop. Star decides to allocate all common costs to the drinks because, "Drinks 

can afford to absorb these costs unti l 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 hne. 

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 w i t h Star on the 

allocation problem. What should you do? 

I 

2-35. P r e p a r e Statements for a M a n u f a c t u r i n g C o m p a n y 

g o 2 - 2 , 4 ) 

The following balances are from the accounts of Tappan Parts: 

* 

January 1 (Beginning) December 31 (Ending) 

Direc^materials inventory $962,000 $884,000 

Work-iA-pb acess inventory 1,354,000 1,430,000 

I Finished goods myentory 312,000 ^ 364,000 

Direct materials used during the year amount to $1,19^.^0 and the cost of goods sold 

for the year was $1,378,000^ 

Required 

Find the following by competing a cost of gbods sold statement: 

a. Cost of direct materials purchased duringN|;he year. 

b. Cost of goods manufactured during the year. 

c. Total manufacturing costs incurred during the }^ear. 
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