[image: image1.jpg]Product L sells for $10 per pound. Product W sells for $2 per pound. Product X sells for $3
er pound. The company wants to make a gross margin of 10% of sales on Product X and
also allow 25% for marketing costs.

Required Fe L o o

1. Compute unit costs per pound for Products L, W, and X, treating X as a byproduct. Use
the estimated net realizable value method for allocating joint costs. Deduct the estimated
net realizable value of the byproduct produced from the joint cost of Products Land W.

2. Compute unit costs per pound for Products L, W, and X, treating all three as joint prod-
ucts and allocating costs by the estimated net realizable value method.

16-25 Joint and byproducts, estimated net realizable value method. (CPA) The Harri- 1. Alpha: $44,000
son Corporation produces three products—Alpha, Beta, and Gamma. Alpha and Gamma Gamma: $75,600
are joint products, and Beta is a byproduct of Alpha. No joint costs are to be allocated to the 2. Gross margin: $73,7
byproduct. The production processes for a given year follow:
A, In Department One, 110,000 pounds of direct material, Rho, are processed at a total cost

of $120,000. After processing in Department One, 60% of the units are transferred to ~

Department Two, and 40% of the units (now Gamma) are transferred to Department

Three. i s
B. In Department Two, the material is further processed at a total additional cost of $38,000.

Seventy percent of the units (now Alpha) are transferred to Department Four and 30%

emerge as Beta, the byproduct, to be sold at $1.20 per pound. Separable marketing costs
- for Beta are $8,100. iy
C. In Department Four, Alpha is processed at a total additional cost of $23,660. After this

processing, Alpha is ready for sale at $5 per pound. 2
D. In Department Three, Gamma is processed at a total additional cost of $165,000. In this

department, a normal loss of units of Gamma occurs, which equals 10% of the good

output of Gamma. The remaining good output of Gamma is then sold for $12 per pound.

Required

1. Prepare a schedule showing the allocation of the $120,000 joint costs between Alpha and
Gamma using the estimated net realizable value method. The estimated net realizable
value of Beta should be treated as an addition to the sales value of Alpha.

2. Independent of your answer to requirement 1, assume that $102,000 of total joint costs
were appropriately allocated to Alpha. Assume also that there were 48,000 pounds of
Alpha and 20,000 pounds of Beta available to sell. Prepare an income statement through
gross margin for Alpha using the following facts:

a. During the year, sales of Alpha were 80% of the pounds available for sale. There was
no beginning inventory.

b. The estimated net realizable value of Beta available for sale is to be deducted from the
cost of producing Alpha. The ending inventory of Alpha is to be based on the net costs
of production, :

¢. All other cost and selling price data are listed in A through D above. ;

1, $0.436 million

2. $6,840,344 million

:3.. No check figure

0-check figure .

16-26 Joint cost allocation in the entertainment industry. * Roadshow Ventures—based

* in Hollywood, California—is a movie production company. Ray Stevens, president of Road-
show Ventures, separately finances each project as a movie syndicate. A movie syndicate is a
group of investors who provide cash and other resources for a movie project in return, for
sharing in the revénies or income from that movie. Stevens is also president of Stevens
International, which markets outside of North America the movies Roadshow Ventures
. produces. Stevens owns 100% of Roadshow Ventures and 100% of Stevens International.
Stevens is one of the most recognized names in Hollywood, in large part due to Road-
“ show Ventuire's several megasuccessful movies in the past three years: One recent magazine

article was titled “Ray Stevens: The Man with the Midas Touch.”-., SR
Each movie receives revenues from four markets both in North America and outside of

;North America i

. 1. Theater distribution market
:2. Television i
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