Prof. W. Bentz
Igo Trailer Company


Tony, a budget analysis with Igo Trailer Company was terminated last week for padding his expense account.  Earlier, Tony had projected June costs assuming a production level of 1,000 trailers.  A revised forecast of trailer demand now calls for production of 1,100 trailers in June.  Prepare a revised budget to reflect a production level of 1,100 units.   


   Costs Budgeted for June



           Cost Item

 1,000 units 
1,100 units      
Aluminum
$    270,000

Other materials
110,000

Salaries & wages
240,000

Heat, light & power
  80,000

Communications
25,000

Equipment rental
60,000

Depreciation
90,000

Selling & administrative
        300,000

Total
$ 1,175,000

Other information:

1. “Aluminum” is a strictly variable cost.

2. “Other materials” is a strictly variable cost.

3. “Salaries & wages” includes a fixed component of $240,000, which represents the monthly salaries of production supervisors and key workers.  Above 1,000 units, as more work teams are employed, wages would increase by $3,300 per month for each increase of 1 to 15 trailers, inclusive.

4. For each month the portion of Heat, light and power that is unrelated to production volume is forecast based on past costs for heating, air conditioning, etc.  For June that amount is $40,000.  The remainder is variable with respect to production.

5. The entire cost of communications is fixed with respect to production volume.

6. Equipment is rented by the month.  The base cost of equipment rental is $60,000 for production of 1,000 units or less.  In addition, total rental costs increase by $8,000 for each 1 to 100 units, inclusive, produced above 1,000.

7. Total depreciation is fixed with respect to production volume.

8. Selling & administrative expenses vary somewhat with employment.  The best forecast of total Selling & administrative cost is $300,000 plus 7% of Salaries & wages over $240,000.

Required

Use the template CostBehaveII.xls to forecast costs for Igo Trailer Company for the Month of June.  On the worksheet titled “DATA,” enter both the planned production volume of 1,100 units and the base volume relevant to each category.  Except for the strictly variable costs, the relevant range for production volume is from 1,000 to 2,500 units, inclusive.  The correct parameters for each cost category must be entered on the “DATA” worksheet, and the appropriate formulas entered into the worksheet titled “Forecast Cost.”  Your workbook should correctly forecast costs for any volume level that is within the relevant range, and will be graded accordingly.
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