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beginning of the year. The total of all production costs for the year is therefore assumed to For years, Worley believed that the 5% markup covered its selling and administrative
~| = be equal to the cost of goods sold. With this in mind, the various department heads were expenses ﬂa provided a R.mmuoumzm profit. However, in the face of ﬁ.moozanm profits Worley
* asked to submit estimates of the costs for their departments during 2015. As ary report decided to .HB_u.r.meE an activity-based costing system to r.n_.w improve its zuaﬂﬁu&mm o.m cus-
i i : . tomer profitability. The company broke its selling and administrative expenses Into five activities
E of these estimates is as follows: ‘ as shown below:
Estimated Estimated Variable Cost  Activity Cost Paol (Activity Measuré) - Total Cost . Total Activity ™
N Fixed Cost (per unit sold) ‘ e - S A L i
’ - - Customer deliveries (Number of deliveties) ... ..... .- $ 500,000 5,000 deliveries
# _uqon._r_ﬂ_o: costs: Manusal order processing (Number of manual orders) - . . 248,000 4,000 orders
U“ﬂmnﬁ materials . ..... .. o e —_ $137.70 Electronic order processing (Number
. Diract labor ... .o e — 116.40 of electronic orders) . . .. .. e e 200,000 12,500 orders
i Factory overhead ................ ... iian. $232,000 27.20 Line item picking (Number of line items picked) ... ... 450,000 450,000 line items
..u..ﬂ Selling expenses: Other organization-sustaining costs (Nongej .......-- 602,000
S Sales salaries and commissions ............... .. 356,225 9.15 Total selling and administrative expenses ........... $2,000,000
mﬂ, CAdvertising .. ...l e 67,500 —
yhn Travel ... o e e 42,500 —
o Miscellaneous selling expense .......... ........ 22,250 2.25 Worley gathered the data below for two of the many hospitals that it serves—University and
- Administrative expenses: Memorial (both hospitals purchased a total quantity of medical supplies that had cost Worley
- Office and officers’ salaries ..........cvieeii... 235,000 - — $30,000 to buy from its manufacturers): ‘
e Supplies ... e 15,525 6.30
] Z:_mnm__m:mocm administrative expense ........... 19,000 _ 350 . ‘)nm”&@m P
—~ Otal we e e $990,000 $302.50 S = PRI
4 — _ Activity Measure University - Memorial
et 0 jversty [ em
xR (24%) Number of deliveries . ............-.oe-. 10 - 25
a . . . ) i ] o Number of manual orders ... .. e 0 30
,.m.__w It is expected that 5,000 uruts S.E be sold at a price of $550 a unit. Maximum sales within Number of electronic orders ..........-. 15 0
Mu = the relevant range are 10,000 units. Number of ling items picked ...« ... .. .. 120 250
Ly
2l 42 Required: (24%) :
[ & 1. Calculate the estimated cost of goods sold and the estimated incom 1 ti m & Required: ; P : 9
s . £ ¢ from Operatons. \C ].  Compute the total revenue that Worley would receive from University and Memorial. { m&b
= o 2. What is the expected contribution margin ratio? ﬂﬁ&b 2. Compute the activity rate for each activity cost pool. ( m«w%
-H & 3 Determine the break les i : 4% 3, Compute the total activity costs that would be assigned to University and Memorial. mwNp
<A - L€ mEE.bn ¢ break-even sales in units. { v 4. Compute Worley’s customer margin for University and Memorial. {Hinz: Do not overlook the
R 4. What is the expected margin of safety percentage? (4% $30,000 cost of goods sold that Worley incurred serving each hospital.) (6% .
R Y] . . . ) . , -
A . . 5. Describe the purchasing behaviors that are likely to characterize Worley's least profitable customers. mw \@
T ey 5. Determine the operating leverage. ( ﬁNv .
B ]
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— + Jhongli Products Inc. expects to maintain the same inventories at the end of 2015 as at the

Worley Company buys surgical supplies from a variety of manufacturers and then resells and
delivers these supplies to hundreds of hospitals. Worley sets its prices for ail hospitals by marking

_ up its cost of goods sold to those hospitals by 5%. For example, if a hospital buys supplies from

Worley that had cost Worley $100 to buy from manufacturers, Worley would charge the hospital
$105 to purchase these supplies.
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