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Question 1 (13 marks)

Fion Company manufactures two products, Product F and Product G. The company expects to produce and sell 1,400 units of Product F and 1,800 units of Product G during the current year. The company uses activity-based costing to compute unit product costs for external reports. Data relating to the company's three activity cost pools are given below for the current year:




              Estimated



Activity
              Overhead
        Expected       Activity


Cost Pool
Costs
              Product F    Product G     Total


Machine setups
$10,800
                    80
            100
180 setups



Purchase orders
$77,520
                  510
         1,010        1,520 orders



General factory
$75,920
               2,240
         3,600        5,840 hours

Required: Using the activity-based costing approach, determine the overhead cost per unit for each product. 


Ans:
 



The overhead rates for the activity cost pools are as follows:





     Estimated



Activity
                    Overhead
Expected       Overhead



Cost Pool                  Costs
               Activity
       Rate


Machine setups
     $10,800    ÷
   180
=       $60 per setup



Purchase orders
     $77,520    ÷  
1,520
=       $51 per order



General factory
     $75,920    ÷   
5,840
=       $13 per hour

The overhead cost charged to each product is:




                         Product F
                       Product G



              Activity Rate  Amount      Activity Rate   Amount


Machine setups
     80 x $60 = $  4,800
   100 x $60 = $  6,000



Purchase orders
   510 x $51 = $26,010
1,010 x $51 = $51,510



General factory
2,240 x $13 = $29,120
3,600 x $13 = $46,800


Total overhead cost
         $59,930

       $104,310


Overhead cost per unit:




Product F:  $  59,930 ÷ 1,400 units = $42.81 per unit.




Product G: $104,310 ÷ 1,800 units = $57.95 per unit.
Question 2 (15 marks)

A sales budget is given below for one of the products manufactured by the Caniel Co.:



January 
              25,000 units



February 
40,000 units



March 
              65,000 units



April 
              45,000 units



May 
              35,000 units



June 
              30,000 units

The inventory of finished goods at the end of each month must equal 20% of the next month's sales. Each unit of product requires three kilograms of specialized material. Since the production of this specialized material is sometimes irregular, the company has a policy of maintaining an ending inventory of this material at the end of each month equal to 30% of the next month's production needs.
Required: Prepare a production budget showing the quantity of finished goods to be produced each month for January, February, and March. 


Ans:
 




              January
               February         March


Budgeted sales (units)
              25,000
               40,000
          65,000


Add: Desired ending inventory
 8,000
               13,000
            9,000


Total needs
                             33,000
               53,000
          74,000


Deduct:  Beginning inventory
  5,000
                 8,000
          13,000


Units to be produced
              28,000
               45,000
          61,000


Question 3 (8 marks)

Isago Inc. is a retail distributor for MZB-33 computer hardware and related software. The company prepares annual sales forecasts of which the first six months of the coming year are presented below.




Hardware
Hardware
Software




Sales (units)
Sales ($)
              Sales ($)
              Total Sales

January 
              130
              $390,000
$160,000
$550,000


February 
120
              $360,000
$140,000
$500,000


March 
              110
              $330,000
$150,000
$480,000


April 
              90
              $270,000
$130,000
$400,000


May 
              100
              $300,000
$125,000
$425,000


June 
              125
              $375,000
$225,000
$600,000

Cash sales account for 25% of the company’s total sales, 30% of the total sales are paid by bank credit card, and the remaining 45% are on open account (the company’s own charge accounts). The cash and bank credit card sale payments are received in the month of the sale. Bank credit card sales are subject to a four percent discount which is deducted immediately. The cash receipts for sales on open account are 70% in the month following the sale, 28% in the second month following the sale, and the remaining 2% are uncollectible.

Required: Calculate the cash that the company can expect to collect during April. Show all of your calculations.


Ans:
 

The cash that the company can expect to collect during April is calculated below.



April cash receipts:




April cash sales ($400,000 x 0.25):                
$100,000




April credit card sales ($400,000 x 0.3 x 0.96): 
$115,200



Collections on open account:




March Sales ($480,000 x 0.45 x 0.70): 
              $151,200




February Sales ($500,000 x 0.45 x 0.28): 
                $63,000

                    Total collections: 
                                                         $429,400

Question 4 (8 marks)
Bilo Company produces soft pillows made from goose down. The company uses a standard cost system and has set the following standards for materials and labor for each pillow:

	Feathers from 5 large white geese (5 geese @ $5)
	

	Fabric to make pillow cases (3 yards @ $2)
	

	Direct labor (5 hours @ $8.25)
	  

	
	
	


During the month, the company produced 1,000 pillows. Actual geese purchased were 5,100, at $4 per goose. Actual fabric purchased were 2,900 yards at $2.10 per yard. There was no beginning or ending inventories of geese or fabric. Actual direct labor was 5,400 hours at $7.75 per hour.

Required:

	A.
	Determine the materials price variance for Fabric and whether it is favorable or unfavorable.

	B.
	Determine the materials usage variance for Fabric and whether it is favorable or unfavorable.

	C.
	Determine the labor rate variance and whether it is favorable or unfavorable.

	D.
	Determine the labor efficiency variance and whether it is favorable or unfavorable.

	
	

	
	


ANS:


	A.
	
	

	
	
	

	
	
	

	
	MPV for Fabric
	= ($2.10  $2.00)2,900 = $290 U

	
	
	

	
	
	

	
	
	

	B.
	
	

	
	
	

	
	
	

	
	MUV for Fabric
	= (2,900  3,000)$2 = $200 F

	
	
	

	
	
	

	
	
	

	C.
	LRV
	= (AR  SR)AH

	
	
	= ($7.75  $8.25)5,400 = $2,700 F

	
	
	

	
	
	

	D.
	LEV
	= (AH  SH)SR

	
	
	= (5,400  5,000)$8.25 = $3,300 U

	
	
	

	
	


Question 5 (11 marks)
Josephine Company uses a standard costing system. The following monthly cost functions apply to its manufacturing overhead items in budget:
	Overhead Item
	Cost Function

	Indirect materials
	$0.80 per DLH

	Indirect labor
	$1.00 per DLH

	Utilities
	$0.40 per DLH

	Insurance
	$8,000

	Depreciation
	$32,000


	Actual overhead costs incurred for October:
	

	   Indirect materials
	$20,800

	   Indirect labor
	24,000

	   Utilities
	9,600

	   Insurance
	8,800

	   Depreciation
	  32,000

	      Total
	$95,200

	
	

	Actual direct labor hours worked for October:
	24,000

	Standard direct labor hours allowed for production achieved for October:
	27,000


The company uses expected capacity to calculate standard overhead rates. The monthly expected capacity is 25,000 direct labor hours (DLH).

Required:

	A.
	Calculate the following standard overhead rates based upon expected capacity:

	
	
	Variable overhead rate

	
	
	Fixed overhead rate

	
	
	Total overhead rate

	
	

	B.
	Calculate the following variances:

	
	   Variable overhead spending variance

	
	   Variable overhead efficiency variance

	
	   Fixed overhead spending variance

	
	   Fixed overhead denominator variance


ANS:


	A.
	Variable overhead rate = $0.80 + $1.00 + $0.40 = $2.20 per DLH


	
	Fixed overhead rate = ($8,000 + $32,000)/25,000 = $1.60 per DLH


	
	Total overhead rate = $2.20 + $1.60 = $3.80 per DLH

	
	

	B.
	Variable overhead spending variance:

	
	AVOH  (SVOR  AH)
	= ($20,800 + $24,000 + $9,600)  (24,000 hours  $2.20)

	
	
	          

	
	
	= $54,400  $52,800 = $1,600 U

	
	
	

	
	

	
	Variable overhead efficiency variance:

	
	(AH  SH)SVOR
	= (24,000  27,000)$2.20 = $6,600 F

	
	
	

	
	

	
	Fixed overhead spending variance:

	
	AFOH  BFOH
	= ($40,800  $40,000) = $800 U

	
	
	

	
	

	
	Fixed overhead volume variance:

	
	BFOH  (SH  SFOR)
	= [$40,000  (27,000 hours  $1.60)] = $3,200 F

	
	
	


1
2

