Managerial Accounting             
SOMNATH  DAS
NINA HOGAN TRANSPORTATION COMPANY

Nina Hogan Transportation (NHT) operates an integrated transportation network including both rail operations and road operations.  NHT has three service departments and two transportation divisions:

SERVICE DEPARTMENTS


TRANSPORTATION DIVISIONS
Equipment and Maintenance (EM)


Rail (train) operations

Information Systems (IS)



Road (truck) operations

Power (P)
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          The actual level of service relationships during the year was:
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NHT collects fixed costs and variable costs of each service division in separate cost pools.  The actual costs in each pool for the year were:

FIXED COST POOL



VARIABLE COST POOL
EM


$300,000





$500,000

IS


$ 80,000





$200,000

P


$ 50,000





$100,000

Fixed costs are allocated on the basis of the budgeted level of service.  Variable costs are allocated on the basis of the actual level of service.

The service department costs allocated to each transportation division are then allocated to the "output units" of each transportation division on the basis of transportation miles.  During the year the actual transportation miles were:

Rail Operations   : 15,000,000 miles

Road Operations   : 12,000,000 miles.

The actual service levels were 100,000 IS hours and 200,000 KWhrs. of power.

REQUIRED:
1. Allocate separately the variable and the fixed service division costs to the two transportation divisions using the following two methods:

i) Step-down (sequential) method.  Choose the most appropriate order for allocating the 
costs of the different departments.  Justify your choice.

ii) Reciprocal method.

B.
 Next year, NHT expects services extended to user departments to be the same as this year's levels.  PG&E offers to provide NHT with power at $ 0.75 per one KWhr.  How much would NHT gain (lose) from accepting PG&E's offer assuming the fixed power costs are avoidable when the service is purchased from PG&E?  How will your answer change if the power department's fixed costs are unavoidable when the power is purchased from PG&E?

2. The Lovitch I-S Company offers to provide NHT with IS services for $3.50 per hour of service.  

(i) How much would NHT gain (lose) from accepting Lovitch's offer assuming the fixed IS costs  are avoidable (but not the other service departments' fixed costs) when the service is purchased from Lovitch ?

(ii) How  will the answer  to (i) change if the IS fixed costs are unavoidable when IS service is purchased  from Lovitch?   

