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Chapter 05 
Cost Estimation 

   
 
 

1. The following manufacturing costs were incurred by the RST Company in 2011: 
 

   
 
These costs were incurred to produce 25,000 units of product. Variable manufacturing 
overhead was 80% of the direct materials cost. 
In 2012, the direct material and variable overhead costs per unit will increase by 15%, but the 
direct labor costs per unit are not expected to change. Fixed manufacturing costs are expected 
to increase by 7.5%. 
Required: 
(a) Prepare a cost estimate for an activity level of 20,000 units of product in 2012.  
(b) Determine the total product costs per unit for 2011 and 2012.  
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2. Hagler's Toupees has the following machine hours and production costs for the last six 
months of last year: 
 

   
 
If Hagler expects to incur 14,000 machine hours in January, what will be the estimated total 
production cost using the high-low method?  
A. $8,750.00 
B. $11,142.50 
C. $22,400.00 
D. $10,889.10 



3 
 

3. The Teal Company's total overhead costs at various levels of activity are presented below: 
 

   
 
Assume that the overhead costs above consist of utilities, supervisory salaries, and 
maintenance. The breakdown of these costs at the 9,000 direct labor hour level of activity is 
as follows: 
 

   
Required: 
(a) Using the high-low method, determine the cost formula for maintenance.  
(b) Express the company's total overhead costs in linear equation form.  
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4. A company ran a regression analysis using direct labor hours as the independent variable 
and manufacturing overhead costs as the dependent variable. The results are summarized 
below: 
 

   
 
The company is planning on operating at a level that would require 12,000 direct labor hours 
per month in the upcoming year. 
Required: 
(a) Use the information from the regression analysis to write the cost estimation equation for 
the manufacturing overhead costs.  
(b) Compute the estimated manufacturing overhead costs per month for the upcoming year.  
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5. The Grind Company has been having some difficulties estimating their manufacturing 
overhead costs. In the past, manufacturing overhead costs have been related to production 
levels. However, some production managers have indicated that the size of their production 
lots might also be having an impact on the amount of their monthly manufacturing overhead 
costs. In order to investigate this possibility, the company collected information on their 
monthly manufacturing overhead costs, production in units, and average production lot size 
for 2011. 
 

   
 
Regression analysis results of the information presented above are as follows: 
Ordinary regression: 

   
Multiple regression: 

   
Required: 
(a) Use the results from the ordinary regression and estimate next month's manufacturing 
overhead costs, assuming the company is planning to produce 92,000 units.  
(b) Use the results from the multiple regression and estimate the next month's manufacturing 
costs, assuming the company is planning to produce 92,000 units with an average lot size of 
21. 
(c) Comment on which regression seems to be more appropriate under these circumstances. 
What additional information would you like to see? Be specific.  
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6. Cameron Company is interested in establishing the relationship between utility costs and 
machine hours. Data has been collected and a regression analysis prepared using Excel. The 
monthly data and the regression output follow: 
 
 

  
Required: 
a. What is the equation for utility costs using the regression analysis?  
b. Does the variable "machine hours" have statistically significance? Explain. 
c. Prepare an estimate of utility costs for a month when 3,000 machine hours are worked.  

 

 


