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INCOME STATEMENT FOR A MANUFACTURER

Laurens Incorporated began operations this year. The company manufactured 22,000 units of its product and sold 20,000 units. Each unit sold

for $100. The costs to produce these units were as follows:


Manufacturing costs:



Variable

$1,100,000
($50 per unit)



Fixed

330,000
($15 allocated to





 each unit)


Selling and administrative expenses:



Variable

40,000
($2 per unit sold)



Fixed

250,000

Prepare an income statement for Laurens Incorporated's first year of

operations.
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INCOME STATEMENT FOR
A MANUFACTURER

Solution

Absorption Costing

Sales


$2,000,000

Cost of goods sold ($65 ( 20,000)



1,300,000

Gross profit


$
700,000

Selling and administrative expenses



290,000

Income from operations


$
410,000

Variable Costing

Sales


$2,000,000

Variable cost of goods sold


($50 ( 20,000)



1,000,000

Manufacturing margin

$1,000,000
Variable selling and administrative


expenses ($2 ( 20,000)



40,000

Contribution margin


$
960,000

Fixed costs:


Fixed manufacturing costs

$330,000


Fixed selling and administrative



expenses


250,000

580,000

Income from operations


$
380,000
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VARIABLE COSTING

Contribution Margin Format
Income Statement


Sales

–
Variable Cost of Goods Sold

=
Manufacturing Margin

–
Variable Selling and Administrative Expenses

=
Contribution Margin

–
Fixed Manufacturing Costs

–
Fixed Selling and Administrative Expenses

=
Income from Operations
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WRITING EXERCISE

DBR Manufacturing rewards the company’s plant manager with a year-end bonus based on the increase in the plant’s net income. For purposes of determining the manager’s bonus, should net income be calculated using variable costing or absorption costing?

Support your recommendation.
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VARIABLE COSTING







Units Sold







20,000


30,000


Sales

$2,000,000
$3,000,000

Variable cost of goods sold ($50/unit)


1,000,000

1,500,000

Manufacturing margin

$1,000,000
$1,500,000

Variable selling and administrative expenses


($2/unit)


40,000

60,000
Contribution margin

$
960,000
$1,440,000
Fixed costs:


Fixed manufacturing costs 

$
330,000
$
330,000


Fixed selling and administrative expenses


250,000

250,000



Total fixed costs

$
580,000
$
580,000
Income from operations

$
380,000
$
860,000
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VARIABLE COSTING

Pricing Products

The following data relate to Webster Manufacturing:

Anticipated sales

50,000 units
Normal sales price/unit

$10

Variable manufacturing cost/unit

$3

Variable selling and administrative


cost/unit

$1

Fixed manufacturing cost

$75,000 ($1.50/unit)

Fixed selling and administrative cost

$100,000 ($2.00/unit)

Total cost/unit (full absorption)

$7.50

Webster has the opportunity to take a one-time special order from a customer who wants to buy 10,000 units, but is only willing to pay $7.00 per unit. The special order will not affect Webster’s anticipated sales to other customers or the company’s fixed costs.

Should Webster accept the special order?
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VARIABLE COSTING

Pricing Products

(Solution)
Webster Manufacturing

Income Statement


Without
With


Special
Special



Order


Order

Sales

$500,000
$570,000

Variable cost of goods sold


150,000

180,000
Manufacturing margin

$350,000
$390,000

Variable selling and administrative


expenses


50,000

60,000
Contribution margin

$300,000
$330,000
Fixed costs:


Fixed manufacturing costs

$
75,000
$
75,000


Fixed selling and administrative



expenses


100,000

100,000


Total fixed costs

$175,000
$175,000
Income from operations

$125,000
$155,000

Transparency Master 20(5)-8

WRITING EXERCISE

Should Webster Manufacturing decrease the selling price of its product to $7 for all of its customers? The marketing manager has argued that this pricing strategy would allow the company to attract new customers and capture a greater share of its market.
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VARIABLE COSTING

Customer Profitability

SMC, Inc. makes gourmet flavored coffees. These coffees are sold to grocery stores and gift shops. SMC packages its coffees in 1-lb. bags and 1/4-lb. bags. The 1/4-lb. bags are sold only in gift sets of four coffee flavors. Grocery stores purchase the coffee in the 1-lb. bags. Gift shops purchase usually both the 1-lb. bags and the gift sets.

Sales and cost data for SMC’s coffees are as follows:



1-lb. Bag
Gift Set

Sales price
$8.00
$10.00


Variable manufacturing cost
$2.00
  $3.50


Variable promotion cost
$2.50
  $1.50


Units sold to grocery stores
200,000
0


Units sold to gift shops
25,000
50,000

Analyze the profitability of SMC’s customers.
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VARIABLE COSTING

Customer Profitability

(Solution)
SMC, Inc.



Grocery Stores
Gift Shops
Sales:


1-lb. bags

$1,600,000
$200,000


Gift sets


0

500,000

Total sales

$1,600,000
$700,000
Variable manufacturing cost:


1-lb. bags

$
400,000
$
50,000


Gift sets


0

175,000
Total variable manufacturing


cost

$
400,000
$225,000

Variable promotion cost:


1-lb. bags

$
500,000
$
62,500


Gift sets


0

75,000
Total variable promotion


cost

$
500,000
$137,500
Contribution margin

$
700,000
$337,500
Contribution margin ratio

43.75%
48.21%
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Music for All Occasions

	Cost
	Cost Behavior
	Activity Base

	Musicians’ Wages
	Variable
	Number of hours

	Setup/Tear Down
	Variable
	Number of jobs

	Advertising
	Fixed
	

	Equipment Rental & Depreciation
	Fixed
	

	Other Administrative Costs
	Fixed
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Music for All Occasions

Contribution Margin by Band

For the Year Ended December 31, 2014
	
	Big Band
	Jazz Combo
	Rock Band
	Total

	Revenue


	$68,250
	$75,850
	$74,000
	$218,100

	Musicians’ Wages*
	31,500
	32,800
	37,000
	101,300

	Setup/Tear Down
	    4,000
	  12,125
	  11,000
	  27,125

	Contribution Margin
	$32,750
	$30,925
	$26,000
	$ 89,675

	Contribution Margin Ratio
	0.48
	0.41
	0.35
	0.41




*Musicians’ wages = Total number of hours for all jobs × Number of musicians in band × $20 wage rate
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Music for All Occasions

Variable Costing Income Statement

For the Year Ended December 31, 2014
Revenue




$218,100

Variable costs:

    Musicians’ wages
$101,300

    Setup/Tear down
    27,125
Total variable costs


  128,425
Contribution margin


$  89,675

Fixed costs:

    Advertising expense
    $5,000

    Equipment rental


& depreciation
      7,000

    Other admin. expense       9,500
Total fixed costs


              21,500
Income from operations

          $  68,175
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Music for All Occasions

Contribution Margin Analysis—Big Band

For the Year Ended December 31, 2015
Increase in revenue attributed to:

Quantity factor:

    Increase in the number


of hours

          50

    Planned price

   × $650
  $32,500

Price factor:

    Decrease in price


per hour

    $  (75)

    Number of hours 
   ×  165
  (12,375)
Net increase in revenue

  $20,125
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Music for All Occasions

Contribution Margin Analysis—Big Band

For the Year Ended December 31, 2015
(continued)

Increase in musicians’ wages attributed to:

Quantity factor:

    Increase in the number


of hours

          255*

    Planned unit cost
       × $20
  $  5,100

Unit cost factor:

    Increase in wages


per hour

          $  5

    Number of hours 
    × 1,980
      9,900
Net increase in musicians’

    wages
  


  
  $15,000
* Planned hours for 2010:


115 hrs. × 15 musicians
1,725 hrs.

  Actual hours for 2010:


165 hrs. × 12 musicians
1,980 hrs.

  Difference



   255 hrs.
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Music for All Occasions

Contribution Margin Analysis—Big Band

For the Year Ended December 31, 2015
(concluded)

Increase in setup/tear down attributed to:

Quantity factor:

    Increase in the number


of jobs

                  15

    Planned unit cost
           × $125
  

Net increase in setup/tear down        $ 1,875






Summary:

    Net increase in revenue

    $20,125

    Net increase in musicians’


wages



     (15,000)

    Net increase in setup/tear down      (1,875)
    Increase in contribution margin    $  3,250
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