Additional Advanced Problems for Chapter 5

1. A&M Steakhouse in Kansas City hand selects, ages, and cuts its steaks from the local market. As a large purchaser, A&M receives a generous discount from market prices. Stan Martin, A&M’s butcher, estimates that it should cost 27.55 cents per ounce wholesale for a Kansas City Strip. From the selected cuts of meat, Stan will hand carve 16 ounce select steaks for sale in the restaurant and turn the remainder into hamburger. The current wholesale market price for beef in Kansas City is 28.57 cents per ounce. Additionally, a recent inspection of steaks revealed that the average steak weighed 16.75 ounces. 

a)   What is the total variance per steak?

b) If Stan’s goal is to reduce the usage variance to 2.755 cents per steak, what will the actual size of the steak be? 

c) If Stan is unable to successfully reduce the portion size, what must the actual price of beef fall to in order to reduce the total variance to less than 10 cents per steak?

2.  A producer of wood furniture is investigating cost overruns for the reporting period just completed.  The budget and cost information submitted is as follows:
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Budgeted

Quantity

Budgeted

Amount

Quantity

Used

Cost

Labor

   Fabrication (hours)

200

4,000.00

$       

 

215

4,400.00

$       

 

   Assembly (hours)

350

7,000.00

$       

 

360

7,250.00

$       

 

Subtotal

11,000.00

$     

 

11,650.00

$     

 

Materials:  

   Plywood (sheets)

220

5,000.00

$       

 

205

5,700.00

$       

 

   Dimensional lumber (feet)

1,000

2,000.00

$       

 

990

2,000.00

$       

 

Subtotal

7,000.00

$       

 

7,700.00

$       

 

Supplies

   Saw blades

3

60.00

$            

 

3

65.00

$            

 

   Drill bits

10

20.00

$            

 

12

25.00

$            

 

   Glue (gallons)

2

100.00

$          

 

2

90.00

$            

 

Subtotal

180.00

$          

 

180.00

$          

 


Assuming a unit price of 27.80, 

a. Compute the grand total variance for the budget.  By how much have they over-spent their budget?

b. Compute the Price Variance, Usage Variance, and Total Variance for each budget line item.  Is there one primary source of the cost overrun?  Explain.

c. What would the Price Variance, Usage Variance, and Total Variance have been for plywood, if plywood consumption had equaled the originally budgeted usage quantity?  Why does this not equal the Price Variance as computed in part b?
