
Additional problems for practice

Relevant #1

Retain or drop store.  The budgeted monthly income statement for ABC Stores is given below:
Total Store A Store B Store C 

Sales $1,800,000 $900,000 $600,000 $300,000 
Less variable expenses    1,000,000   400,000   350,000   250,000 
Contribution margin 800,000 500,000 250,000 50,000 
Less committed (unavoidable) fixed expenses  300,000  150,000  100,000 50,000 
Less discrectionary (avoidable) fixed expenses      100,000     40,000     30,000     30,000 
Store segment margin 400,000 310,000 120,000 (30,000)
Less allocated common fixed expenses         100,000     35,000 35,000 30,000 
Operating income $300,000 $275,000 $85,000 (60,000)

Due to its poor showing, consideration is being given to closing Store C.  The studies also show that
closing Store C would result in a 10% increase in sales in Store A, a $10,000 increase in discretionary
fixed expenses for store A, and a 15% decrease in sales in Store B.

Required: 

1. Compute the overall increase (+) or decrease (!) in ABC’s monthly operating income if store C is
closed.

2. How much will it cost ABC to defer the decision one month?  In other words, what will be the
impact on ABC income for the next month to keep Store C open one more month.
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Relevant #2

Retain or drop store.  The budgeted monthly income statement for ABC Stores is given below:
Total Store A Store B Store C 

Sales $2,000,000 $400,000 $400,000 $1,200,000 
Less variable expenses    1,100,000   200,000   180,000   720,000 
Contribution margin 900,000 200,000 220,000 480,000 
Less committed (unavoidable) fixed expenses 400,000  90,000  110,000 200,000 
Less discrectionary (avoidable) fixed expenses        270,000     30,000     40,000     200,000 
Store segment margin 230,000 80,000 70,000 80,000 
Less allocated common fixed expenses         150,000     30,000     30,000  90,000 
Operating income $80,000 $50,000 $40,000 (10,000)

Due to its poor showing, consideration is being given to closing Store C.  The studies also show that
closing Store C would result in a 10% increase in sales in Store A, a 5% increase in sales in Store B, and
an $8,000 increase in discretionary fixed expenses for store B.

Required: Compute the overall increase (+) or decrease (!) in ABC’s monthly operating income if store
C is closed.

Relevant #3

Make or buy?  ABC Company manufactures a component part for its own use.  The costs per unit for
15,000 units are:

Direct materials $ 14
Direct labor 2
Variable overhead 6
Fixed overhead applied  10
   Total $32

XYZ Corporation has offered to sell ABC 15,000 units of the component part for $32 per unit.  If ABC
accepts, some of the facilities used to produce the component could be used to produce something else
and create $30,000 of savings.  Also, $6 per unit of the above allocated fixed overhead would be totally
eliminated.  Shipping is of the components $18,000.

Required:   What is the change in ABC’s net income if ABC accepts XYZ's offer?
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Relevant #4

Make or buy?  ABC Company manufactures a component part for its own use.  The costs per unit for
100,000 units produced over the next year are:

Direct materials $ 35
Direct labor 21
Variable overhead 12
Fixed overhead applied     34
   Total $102

XYZ Corporation has offered to sell ABC the component part for $90 per unit, with shipping of $15,000
for each of the scheduled four shipments.  If ABC accepts, some of the facilities used to produce the
component could be used to produce something else and create $250,000 of savings.  Also, $20 per unit
of the above allocated fixed overhead would be totally eliminated.

If XYZ gets the order, there is a 20% that one of the shipments will be delayed, causing the line to be
shut down for hours and resulting in opportunity costs of $50,000.

Required:   By what amount would net relevant costs be increased or decreased if ABC accepts XYZ's
offer?
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