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Student Name ______________________ ID#_______________

	COURSE: Cost & Management Accounting (ACCO 330) Winter 2011   

              Sections: BB, CC, F, G, H    

	EXAMINATION:

FINAL EXAM
	DATE: 12 April, 2011

	TIME: 19:00-22:00 (3 hours)

	# OF PAGES: 9


	Instructors:  Ms.  Brivot, Mr. Hutchison, Mr. Kopczynski, Mr. Tenenbaum.

	MATERIALS ALLOWED:

1)  ENGLISH LANGUAGE / OTHER LANGUAGE DICTIONARY

2)  NON-PROGRAMMABLE CALCULATOR - MAY NOT BE SHARED

	SPECIAL INSTRUCTIONS: READ THE INSTRUCTIONS BELOW



Instructions:
1. ANSWER ALL QUESTIONS (INCLUDING MCQS) IN THE ANSWER BOOKLET THAT HAS BEEN PROVIDED TO YOU. 

2. BE SURE TO RETURN THE EXAM PAPER ALONG WITH THE ANSWER BOOKLET AT THE END OF THE EXAM. 

3. ANY STUDENT WHO FAILS TO RETURN THE ENTIRE EXAM PAPER ALONG WITH THE ANSWER BOOKLET(S) WILL BE REPORTED FOR CHEATING.

4. DO NOT TEAR YOUR EXAM PAPER OR YOUR ANSWER BOOKLET(S).

5. BE SURE TO PUT YOUR NAME AND STUDENT I.D. NUMBER ON THE EXAM PAPER AND THE ANSWER BOOKLET.

6. START EACH QUESTION ON A NEW PAGE IN THE ANSWER BOOKLET.
7. IT IS VERY IMPORTANT TO WRITE THE NAME OF YOUR INSTRUCTOR AND SECTION LETTER/NUMBER ON YOUR ANSWER BOOKLET(S).

8. ANWSER ALL MULTIPLE CHOICE QUESTIONS ON THE IBM FORM. USE A PENCIL TO FILL THE IBM FORM.

Good Luck!
QUESTION 1 – COMPREHENSIVE MULTIPLE CHOICE QUESTIONS – (15 marks: 1 mark per question unless specified otherwise – 20 minutes – from easy to medium)
Write your answers on the IBM FORM Choose the Best answer of the following.  

1. In mono-product organizations, the sales mix variance is zero
a. True
b. False
2. The following information has been gathered for Product A:

Annual demand: 400 units

Orders per year: 10

Average daily demand: 1.6 units

Lead time in days: 10

Cost of placing an order: $40

What is the economic order quantity assuming each order was made at the EOQ amount?
a. 9 units

b. 10 units

c. 20 units

d. 40 units

e. 46 units

3. What is the effect of the following journal entry?
	Raw materials
	280
	

	Manufacturing Overhead
	320
	

	Work in Process (job 222)
	
	600


a. $320 of spoilage is attributed to all jobs evenly

b. $320 of spoilage is attributed to job 222

c. $280 of spoilage is attributed to all jobs evenly

d. $280 of spoilage is attributed to job 222

e. $600 of spoilage is attributed to job 222

4. The level of inventory which should trigger a new order is called
a. The inventory level

b. The supply equal demand level

c. The customer demand level

d. The reorder point

e. The stockout point

5. Boss Cycle generally has spoiled goods during each job. Costs are assigned to normal spoilage at $10 per unit an abnormal spoilage at $20 per unit. Disposal fees typically run $5 per item. Boss Cycle has a policy never to rework spoiled units. Management believes that once a unit is damaged it cannot be reworked into a quality product. The losses are charged back to the specific job.

What is the appropriate journal entry if 300 units are considered abnormal spoilage and are not disposed of in a process costing system?

a. Loss from abnormal spoilage 



$1,500

Work in Process 



$1,500

b. Work in process control 




$1,500

Loss from abnormal spoilage 


$1,500

c. Loss from abnormal spoilage 



$6,000
Work in process control


 $6,000

d. Loss from abnormal spoilage



$6,000
Raw materials Inventory


$6,000

6. Which of the following describes the intercept in a linear cost function?
a. The component of fixed costs that, within the relevant range, does vary with changes in the level of the cost driver 

b. The component of variable costs that, within the relevant range, does not vary with changes in the level of the cost driver
c. The component of mixed costs that, within the relevant range, does not vary with changes in the level of the cost driver
d. The component of fixed costs that, within the relevant range, does not vary with changes in the level of the cost driver

7. (2 marks) ChainChainChains was to manufacture 1,000 chain saws next month. Its accountant has provided the following analysis of the total manufacturing costs.

	
	Coefficient
	Standard error
	p²

	Intercept:
	200
	143.88
	0.01

	Slope:
	400
	183.49
	0.005


What is the estimated cost of producing the 1,000 chain saws?
a. $9,000
b. $18,000

c. $400,200

d. $200,400
e. $284,142

8. Which of the following statements about a high correlation between two variables A and B is FALSE?

a. A may cause B

b. B may cause A

c. They both may be cause by a third variable

d. Their correlation may be due to random chance

e. The correlation proves that an economically plausible relationship between A and B exists.

9. (2 marks) Lumber Company prepares lumber for companies that manufacture furniture. The main product is finished lumber with a byproduct of wood shavings. The byproduct is sold to plywood manufacturers. For July, the manufacturing process incurred $332,000 in total costs. Eighty thousand board feet of lumber were produced and sold along with 6,800 pounds of shavings. The finished lumber sold for $6.00 per board foot and the shavings sold for $0.60 a pound. There were no beginning or ending inventories.

What is Lumber Company’s cost of goods sold if it uses the “production method” for byproduct accounting? 
a. $327,920

b. $152,080

c. $332,000

d. $480,000

e. $484,080

10. (2 marks) QC Company uses an actual process costing system. In Department B, direct materials are entirely added when the conversion process is 50% finished and conversion costs are added uniformly throughout the process. On March 1, there were 6,000 units in work-in-process and they were 60% completed as to conversion costs. During March, 43,000 units were transferred from Department A into Department B for processing. On March 31, there were 8,000 units in work-in-process: 3,000 units were 40% complete as to conversion costs and the other 5,000 units were 80% complete as to conversion costs. No spoilage was reported during March.

Using the weighted-average method, the number of equivalent units of production for direct materials for March would be

a. 39,000
b. 40,000
c. 46,000

d. 47,000
e. 48,000                                                                                                

11. (2 marks) Same data as in question 10. Using the FIFO method, the number of equivalent units of production for conversion costs would be

a. 42,600

b. 39,200
c. 40,200
d. 41,600

e. 45,200                                                                                                 

QUESTION 2 – VARIANCE ANALYSIS (35 marks – 1 hour - challenging)
Poutine Forever operates a chain of restaurants based in Montreal. 
Poutine Forever attains a 25% market share based on total sales of the Montreal market for poutines. The Montreal market is expected to be 10,000 kg of poutine. The actual total Montreal market was  5,000 kg of poutine sold. 
Budgeted and operational data for its three restaurants for March 2011 are as follow:

Budgeted data for March 2011

	
	Selling Price per serving of 250 g.
	Variable cost

 per serving of 250 g.
	Sales Quantity in kg
	Total DM quantity 
	price per kg of DM

	Classic Poutine
	$4.5
	$2.5
	1,125
	3,000 kg
	$1

	Steak Poutine
	5.0
	 2.7
	625
	
	

	Italian Poutine
	5.5
	 2.9
	250
	
	

	Stuffed Poutine
	6.0
	 3.0
	125
	
	

	Poutine Bourguignonne 
	6.5
	 3.4
	375
	
	


Actual data for March 2011

	
	Selling Price per serving of 250 g.
	Variable cost

 per serving of 250 g.
	Sales Quantity in kg 
	Total DM quantity 
	price per kg of DM

	Classic Poutine
	$4.5
	$2.6
	1,425
	3,500 kg
	$1.2

	Steak Poutine
	5.2
	 2.9
	450
	
	

	Italian Poutine
	5.5
	 2.8
	240
	
	

	Stuffed Poutine
	6.0
	 3.4
	330
	
	

	Poutine Bourguignonne 
	7.0
	 4.0
	540
	
	


Requirement: compute all possible variances and comment your results for each variance (35 marks). If you have time, check that the variances add up correctly (+2 bonus marks).
QUESTION 3 – BASIC STATISTICS APPLIED TO ACCOUNTING AND CVP ANALYSIS (10 marks – 25 minutes – medium)
Velomania is a bike rental and repair service station in Montreal.  Customers have often expressed the need for a cup of coffee at the station, especially when they wait while their bike is being repaired. Café Du Parc Ltd. has offered to lease Velomania a Mmm!Espresso machine for $150 per month plus $0.15 per Mmm!Espresso capsule. Velomania would sell each cup of coffee $2. 

A regression equation estimated based on 30 observations gave the following prediction of sales of espressos:
Sales units = 0.90 * number of customers + 60 per month. The standard error of the estimate is 80 units. 
Required:

· Assuming that Velomania expects 3,000 customers in April 2011; what are the best estimates of number of espressos sold, and income for the month of April? (2 marks)

· What range of income can Velomania expect with 90% confidence in April 2011? (4 marks)
· What is the required number of customers Velomania must have to be 90% confident to break even in the month of April 2011? (4 marks)

QUESTION 4 – LINEAR PROGRAMMING (10 marks – 15 minutes – easy)
ShopStarwars produces and sells two products the Darth Vader (DV) toaster and the Death Star (DS) cookies jar.  Each unit of DS requires 9 minutes of direct labour and 12 minutes of machine processing. The DV requires 18 minutes of direct labour and 12 minutes of machine processing.
ShopStarwars has a total of 3,000 direct labour hours available and 2,500 machine hours available.
	
	Darth Vader toaster (DV) 
	Death Star cookies jar (DS)

	DM
	$4
	$3

	DL
	$6
	$3

	Variable MOH
	$2.5
	$1.5

	Fixed MOH
	$2
	$1.5

	Selling price
	$20
	$12


Requirements: 
1. What is the optimum production plan to maximize ShopStarwars’ total contribution margin for the next period? (8 marks)
2. Would the production plan determined in 1) be unchanged if we knew that the demand was estimated to be 5,000 units of DV and 5,000 units of DS in the next period? Justify your answer. (2 marks)
QUESTION 5 – TRANSFER PRICING (25 Marks – 45 minutes - medium)
Quebec Wines is a wine cooperative that operates in two divisions. Division A and division B.  A harvests wine grapes and B processes A’s output into wine. Currently, all of the output of A is processed by B and the wine is sold in totality to the Société des alcools du Québec (SAQ).
B has a yield of 450 litres of grape juice per 1,000 kg of wine grapes.  Cost and market data for A and B are given below:

Division A:

VC per kg of wine grapes: $0.10

Fixed costs per kg of grapes: $0.25

Selling price per kg of wine grapes in outside market: $0.6

Division B:

Variable processing cost per litre of wine: $0.85

Fixed cost per litre: $0.70

Selling price per litre of wine: $5.

Assume that the CEO of Quebec Wines, Paul Gagnon, has recently decided to decentralize some management decisions, including decisions regarding transfer prices. The managers of A and B are now free to make their own decisions regarding the purchase of DM and the sales of finished goods. They are also free to negotiate transfer prices.

Requirements:

1) Compute Quebec Wines’ operating income from harvesting 400,000 kg of wine grapes and processing them into wine during 2010. (6 marks)
2) Paul Gagnon rewards his division managers with a bonus equal to 5% of operating income. Compute the bonus earned by each division manager in 2011 for each of the following transfer pricing method:
a. 200% of full cost (3 marks)
b. Market price (3 marks)
3) Assume that the manager of division A asks B to pay a transfer price equal to 200% of A’s full cost. Is B likely to accept the deal? (explain your answer) (1 marks) Is the impact of B’s decision positive for Wine Quebec’s operating income? (explain your answer) (3 marks)
4) What transfer pricing policy could Quebec Wines implement in order to foster goal congruence? (1 mark)
5) The managers of A and B have now agreed on a dual transfer pricing method. Transfers out of A will be made at 200% of full cost and transfers into B will be made at market price. Compute the operating income of each division under this dual transfer pricing method when 400,000 kg of wine grapes are harvested and processed into wine. (3 marks)
6) Why is the sum of A and B’s respective operating incomes different from Quebec Wine’s total operating income as calculated in requirement 4? (1 mark)
7) Suggest 2 managerial issues that might arise if  Paul Gagnon implements the dual transfer pricing method described in 4) (4 marks)
QUESTION 6 - BASIC STATISTICS APPLIED TO ACCOUNTINGS (5 marks – 15 minutes - easy)
A Manufacturing Company uses two different independent variables (machine hours and number of packages) in two different equations to evaluate the cost activities of the packaging department. The most recent month's results of the two regressions are as follows:

Regression 1, with machine hours as the cost driver:

	Variable
	Coefficient
	Standard Error
	t-Value

	Constant
	652.32
	209.75
	3.11

	Independent Variable
	-44.30
	 24.61
	1.88


R square = 0.29

Regression 2, with number of packages as the cost driver:

	Variable
	Coefficient
	Standard Error
	t-Value

	Constant
	65.08
	75.04
	2.20

	Independent Variable
	4.30
	2.00
	2.15


R square = 0.61

Requirements:

1) What is the estimated packaging cost equation for each cost driver? (2 marks)
2) Which cost driver is best and why? (1 marks)
3) What are the four assumptions that should have been tested prior to running the above two regression analyses? (2 marks)
Appendix: t-Distribution
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degree of

freedom

15.00%

10.00%

5.00%

2.50%

0.50%

0.05%

1

1.963

3.078

6.314

12.706

63.656

636.578

2

1.386

1.886

2.920

4.303

9.925

31.600

3

1.250

1.638

2.353

3.182

5.841

12.924

4

1.190

1.533

2.132

2.776

4.604

8.610

5

1.156

1.476

2.015

2.571

4.032

6.869

6

1.134

1.440

1.943

2.447

3.707

5.959

7

1.119

1.415

1.895

2.365

3.499

5.408

8

1.108

1.397

1.860

2.306

3.355

5.041

9

1.100

1.383

1.833

2.262

3.250

4.781

10

1.093

1.372

1.812

2.228

3.169

4.587

11

1.088

1.363

1.796

2.201

3.106

4.437

12

1.083

1.356

1.782

2.179

3.055

4.318

13

1.079

1.350

1.771

2.160

3.012

4.221

14

1.076

1.345

1.761

2.145

2.977

4.140

15

1.074

1.341

1.753

2.131

2.947

4.073

16

1.071

1.337

1.746

2.120

2.921

4.015

17

1.069

1.333

1.740

2.110

2.898

3.965

18

1.067

1.330

1.734

2.101

2.878

3.922

19

1.066

1.328

1.729

2.093

2.861

3.883

20

1.064

1.325

1.725

2.086

2.845

3.850

21

1.063

1.323

1.721

2.080

2.831

3.819

22

1.061

1.321

1.717

2.074

2.819

3.792

23

1.060

1.319

1.714

2.069

2.807

3.768

24

1.059

1.318

1.711

2.064

2.797

3.745

25

1.058

1.316

1.708

2.060

2.787

3.725

26

1.058

1.315

1.706

2.056

2.779

3.707

27

1.057

1.314

1.703

2.052

2.771

3.689

28

1.056

1.313

1.701

2.048

2.763

3.674

29

1.055

1.311

1.699

2.045

2.756

3.660

30

1.055

1.310

1.697

2.042

2.750

3.646

31

1.054

1.309

1.696

2.040

2.744

3.633

32

1.054

1.309

1.694

2.037

2.738

3.622

33

1.053

1.308

1.692

2.035

2.733

3.611

34

1.052

1.307

1.691

2.032

2.728

3.601

35

1.052

1.306

1.690

2.030

2.724

3.591

36

1.052

1.306

1.688

2.028

2.719

3.582

37

1.051

1.305

1.687

2.026

2.715

3.574

38

1.051

1.304

1.686

2.024

2.712

3.566

39

1.050

1.304

1.685

2.023

2.708

3.558

40

1.050

1.303

1.684

2.021

2.704

3.551

41

1.050

1.303

1.683

2.020

2.701

3.544

42

1.049

1.302

1.682

2.018

2.698

3.538

43

1.049

1.302

1.681

2.017

2.695

3.532

44

1.049

1.301

1.680

2.015

2.692

3.526

45

1.049

1.301

1.679

2.014

2.690

3.520

46

1.048

1.300

1.679

2.013

2.687

3.515

47

1.048

1.300

1.678

2.012

2.685

3.510

48

1.048

1.299

1.677

2.011

2.682

3.505

49

1.048

1.299

1.677

2.010

2.680

3.500

50

1.047

1.299

1.676

2.009

2.678

3.496

51

1.047

1.298

1.675

2.008

2.676

3.492

52

1.047

1.298

1.675

2.007

2.674

3.488

53

1.047

1.298

1.674

2.006

2.672

3.484

54

1.046

1.297

1.674

2.005

2.670

3.480

55

1.046

1.297

1.673

2.004

2.668

3.476

infinity

1.036

1.282

1.645

1.960

2.576

3.291
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