AC202 Management Accounting
Exercise # 6: Cost Behavior: Analysis and Use

Q.1  Cost Function
The Pacific Corporation operates car rental agencies at more than 20 airports. Customers can
choose from one of the three contracts for car rentals of one day or less:

= Contract 1: $50 for the day
= Contract 2: $30 for the day plus $0.20 per mile traveled
=  Contract 3: $1 per mile traveled

Required: Express each contract as a linear cost function of the form y = a + bX and identify
each contract as a variable-, fixed-, or mixed-cost function.

Q.2 High-Low Method
The controller of the IG Company wants you to estimate a cost function from the following
information in a general ledger account called Setup:

Month Machine-Hours Setup Costs
January 6,000 $4,000
February 9,500 $5,500
March 8,000 $4,800
April 6,200 $3,950
May 10,000 $5,400
June 7,500 $5,000

Required: Estimate the cost function for setup using high-low method.

Q.3 Account Analysis Method

Cleaner Co. operates a car wash. Incoming cars are put on an automatic conveyor belt. Cars
are washed as the conveyor belt carries them from the start station to the finish station. After
a car moves off the conveyor belt, it is dried manually. Workers then clean and vacuum the

inside of the car. Cleaner serviced 80,000 cars in 20x1. Cleaner reports the following costs
for 20x1.

Account Description Costs  Cost Behavior?
Car wash labor $260,000
Soap, cloth, and supplies 42,000
Water 38,000
Electric power to move conveyor belt 72,000
Depreciation (straight-line basis) 64,000
Salaries 46,000

1) Classify each account as variable or fixed with respect to the number of cars washed.
2) Suppose Cleaner washed 90,000 cars in 20x1. Use the cost classification you developed in
requirement 1 to estimate Cleaner’s total costs in 20x1.



Q.4  Anna, the financial manager at the Casa restaurant, is checking to see if there is any
relationship between newspaper advertising costs and sales revenues at the restaurant. She
obtains the following data for the past 10 months:

Data Partial output
Month Revenues Advertising Costs Regression Sitatistics
Multiple R 0 801703384
March $50,000 $2,000 R Square 0 642728316
April 70,000 3,000 Adjusted R Sc 0.598069356
May 55,000 1,500 Standard Errol 6513 525348
June 65,000 3,500 Observations 10
July 55,000 1,000
August 65,000 2,000
September 45,000 1,500 Coeffioents Standard e (300 Poglie |
detober o000 o e EDLATED STELGI 6A%M0% LO0FM
December 60,000 2,500 Adcosts  B7I2741433 229928413 379369 005284
Requirements:
a. Using the high-low method to compute the cost function, relating advertising costs and
revenues

b. Writing a linear equation based on the regression output. Also indicating the goodness
of fit. Is there a strong relationship between advertising costs and revenues?

Q.5 The Yuma Company (1) uses dollar value of receipts and (2) numbers of purchase
orders to determine the costs of the Receiving Department. The manager obtains the
summary output (partial) from excel as follows:

SUMMARY OUTPUT
Regression Statistics

Multiple R 0.809343477
R Square 0.655036864
Adjusted R Square 0.597543008
Standard Error 6214.872549
Observations 15
ANOVA

df SS MS F Significance F
Regression 2 880113644 44E+08 11.39316  0.001685141
Residual 12 463495690 38624641
Total 14 1343609333

Coefficients Standard Error t Stat P-value
Intercept 4027.314793 17881.1812  0.225226  0.825593
$ value of Receipts 0.222647554 0.13149627  1.693185 0.116196
No. of POs 450.7078645 135.480805  3.326729 0.006035
Required:  Writing a linear equation based on the regression output. Also indicating the

goodness of fit. Which cost driver, $ value of receipts or numbers of PO, has a
stronger relationship with total costs?



