
 1.	The following information is available for 2017 for Baxter Corporation:

		Revenue (100,000 units)				$725,000
		
                        Manufacturing costs:	
		Materials					                42,000
		Variable overhead cash costs		                            35,500
		Fixed overhead cash costs		                            81,900
		Depreciation				                          249,750
		
                        Marketing and administrative costs:
		Marketing variable cash costs				  105,600
		Marketing depreciation				    37,400
		Administrative fixed cash			              127,300
		Administrative depreciation				    18,800
		
                        Total costs						$698,250
		
                        Operating income					  $26,750

All depreciation charges are fixed costs and are expected to remain the same for 2018.  Sales volume is expected to increase by 18 percent, but prices are expected to fall by 5 percent.  Material costs are expected to decrease by 8 percent.  Variable manufacturing overhead cash costs are expected to decrease by 2 percent per unit.  Fixed manufacturing overhead cash costs are expected to increase by 5 percent.

Variable marketing cash costs change with volume.  Administrative cash costs are expected to increase by 10 percent.  Inventories are kept at zero.

Required:
a) Prepare a budgeted income statement for 2018.
b) Explain how Kaizen budgeting could be used by Baxter. No computations are necessary for this part.









 2.	For many years, Unger Company has produced a small electrical part that it uses in the production of its standard line of diesel tractors.  The company’s unit product cost for the part, based on a production level of 70,000 parts per year, is as follows:

							Per Part	Total
	Direct materials				$6.00
	Direct labor					  4.00
                        Variable manufacturing overhead                    1.00
	Fixed manufacturing overhead, traceable	  4.00		$280,000
	Fixed manufacturing overhead, common
	(allocated on the basis of labor-hours)	  5.00		$350,000
	Unit product cost			          $20.00		

An outside supplier has offered to supply the electrical parts to the Unger Company for only $14.00 per part.  One-half of the traceable fixed manufacturing cost is supervisory salaries and other costs that can be eliminated if the parts are purchased.  The other half of the traceable fixed manufacturing costs consists of depreciation of special equipment that has no resale value. The decision to buy the parts from the outside supplier would have no effect on the common fixed costs of the company, and the space being used to produce the parts would otherwise be idle.

			Required:
a) Prepare computations showing how much profits would increase or decrease because of purchasing the parts from the outside supplier rather than making them inside the company.
b) Explain why you would or would not accept the offer.
















[bookmark: _GoBack] 3.	Chapman Corp. currently sells radios for $2,000.  It has costs of $1,500. Chapman desires a 15% return on its total investment of $10,000,000.  Chapman's sales are currently 5,000 radios per year.
			Required:
a) Can Chapman achieve its desired profit?

		A competitor is bringing a new radio to market that will sell for $1,800.  Management believes it must lower the price to $1,600 to compete in the market for radios.  Marketing believes that the new price will cause sales to increase by 10%, even with a new competitor in the market.  

			Required:
b) Can Chapman achieve its desired profit following the lead of its competitor and assuming that marketing is correct? 
c) What are the major influences on Chapman’s price for radios?






















