Prof. W. F. BENTZ
Mixed Cost Estimation

The Familiar Dairy Co. produces and sells dairy and dairy-substitute products, including various kinds of cheese.  Sales are to wholesale distributors.  A comparative statement of Income is provided below.


Familiar Dairy Co.


Comparative Income Statement


For the Years Ending December 31, 2004 and 2003
     2004

   2003
  
Sales (net)

$490,000
$440,000

Cost of goods sold

  257,000
 242,000
Gross margin on sales
$233,000
$198,000
Operating expenses:


Administrative salaries
$  60,000
$ 60,000


Selling expense 
 
  59,000
54,000


Delivery expense  
  60,800
54,800


Other expense

   4,200
      3,200

Total operating expense
$184,000
$172,000
Net income

$  49,000
$  26,000
The objective of this problem is to determine the parameters of linear cost models of the general form TC = F + vQ for three categories of expense for a fictional company.

Selling and purchase prices have remained constant over the last two years.  As a result, a single linear equation can be used to represent each of the following expense categories:  cost of goods sold, administrative salaries, selling expense, and delivery expense.

Required:
1.
Determine the variable expense ratio (variable expense per dollar of sales) for cost of goods sold.

2.
Determine the constant (fixed with respect to volume) portion of cost of goods sold.

3.
Determine the variable expense ratio (variable expense per dollar of sales) for administrative salaries.

4.
Determine the constant (fixed with respect to volume) portion of administrative salaries.

5.
Determine the variable expense ratio (variable expense per dollar of sales) for selling expense.

6.
Determine the constant (fixed with respect to volume) portion of selling expense.

7.
Write a linear equation for selling expense using the equation parameters you calculated in parts 5 and 6 (above).
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