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Question 1 (14 Multiple Choice Questions) 


(20 marks)

Choose the Best answer of the following multiple-choice questions.  Do not answer on the EXAM PAPER; write your answers in the ANSWER BOOKLET. 

The following information pertains to questions 1 & 2

ABC Co. reports the following cost information for the month of July:

Inventories 





July 1 

July 31

Direct materials 




$13,000 
$18,000

Work in process 




5,000 

4,000

Finished goods 




24,000 
32,000

Additional costs incurred in July:

Purchases of direct material 






$75,000

Direct manufacturing payroll 






$37,500

Direct manufacturing labour rate per hour 




$15.00

Factory overhead application rate per direct manufacturing labour-hour 
$6.00

1. What was the prime cost incurred in July?

A) $ 112,500

B) $113,500

C) $52,500

D) $107,500

E) None of the above.






(1 mark)
2. What was the cost of goods manufactured in July?

A) $122,500

B) $123,500

C) $115,500

D) $108,500

E) None of the above.






(1 mark)
The following information pertains to questions 3-5

Below is information about ABC Ltd., a chemical producer, for the month of June: 

Work in process, beginning inventory 



50,000 units 


Transferred-in units — 100% complete 


Direct materials — 0% complete 


Conversion costs — 80% complete 

Transferred in during June 





200,000 units 

Completed and transferred out during June 



210,000 units 

Work in process, ending inventory 




? units 


Transferred-in units — 100% complete 


Direct materials — 0% complete 


Conversion costs — 40% complete 

3. How many units are in ending work in process inventory? 

 A) 16000 units 

 B) 20,000 units 

 C) 40,000 units 

 D) 0 units 

 E) None of the above.





(1 mark)
4. Under FIFO, what are the equivalent units of production for the month of June with respect to materials? 

 A) 210,000 equivalent units 

 B) 200,000 equivalent units 

 C) 250,000 equivalent units 

 D)186,000 equivalent units 

 E) None of the above.





(1.5 marks)
5. Under FIFO, what are the equivalent units of production for the month of June with respect to conversion costs? 

 A) 186,000 equivalent units 

 B) 250,000 equivalent units 

 C) 210,000 equivalent units 

 D) 200,000 equivalent units 

 E) None of the above.





(1.5 marks)
6. KLM Company budgeted production and sales of 63,000 units of Xeron in June, but produced and sold only 60,000 units. Variable costs of $125,000 were incurred during this period. Variable manufacturing cost was budgeted at $2.25 per unit. What is the flexible budget variance for the variable manufacturing cost? 

A) $16,750 F 

B) $16,750 U 

C) $10,000 F 

D) $10,000 U 

E) None of the above.






(1.5 marks)
7.  A business uses the step-down method to allocate service department costs to the producing departments. Assume there are two service departments and two producing departments, as shown below:

Service Departments 

Producing Departments
                      
 Plant Admin.
    Custodial Services 
 Cutting 
   Polishing
Costs 

     $360,000 
         $90,000
     

$261,000            $689,000

Labour hours  
         25,000

 6,000

        
18,000 
       30,000

Space occupied         10,000 

1,000 

         
5,000 

       45,000

(in square feet)

Plant administration costs are allocated based on labour hours, and custodial services costs are allocated based on space occupied. The total costs of the cutting and polishing departments (rounded to the closest ,000), after allocating all the service department costs, starting with the largest service provider (i.e., Plant Admin.) are:

A) cutting - $396,000, and polishing - $914,000.

B) cutting - $405,000, and polishing - $995,000.

C) cutting - $381,000, and polishing - $889,000.

D) cutting - $394,000, and polishing - $1,006,000.

E) cutting - $380,000, and polishing - $892,000.


(2 marks)

The following information pertains to questions 8-11
You have been given the following list of variances for MNM Company:

Direct materials price variance 



$ 7,000 U

Direct materials quantity variance 



5,000 U

Direct labour price variance 




4,160 F

Direct labour efficiency variance 



4,000 U

Variable overhead spending variance 


960 U

Variable overhead efficiency variance 


2,000 U

Fixed overhead budget variance 



2,000 U

Fixed overhead production volume variance 


10,000 F

You have also been given the following information:

Actual units produced 




10,000

Budgeted units of production 




8,000

Standard labour-hours for actual output 


5,000

Standard material units for actual output 


100,000

Actual direct labour costs 




$ 99,840

Actual price paid for direct materials 



$ 132,000

Variable overhead is applied at the rate of $10.00 per direct labour-hour. The materials purchase price was $0.028 higher than the standard price of $0.50 per unit.

8. What was the actual number of units of direct materials purchased?

A) 250,000

B) 114,000

C) 178,570

D) 100,000

E) None of the above.






(1.5 marks)
9. How many actual direct labour-hours were worked?

A) 4,992
B) 4,808
C) 5,200

D) 5,000

E) None of the above.






(2 marks)
10. What was the standard labour rate per hour?

A) $30.00

B) $21.00

C) $25.00

D) $20.00

E) None of the above.






(1.5 marks)
11. By how much was the actual amount of fixed overhead incurred more than or less than budget?

A) Actual fixed overhead incurred was $2,000 less than budget.

B) Actual fixed overhead incurred was $2,000 more than budget.

C) Actual fixed overhead incurred was $8,000 less than budget.

D) Actual fixed overhead incurred was $8,000 more than budget.

E) None of the above.






(1 mark)
12.
Ontario Company sells products X and Y; 40 percent of the company’s total revenue is from X. The contribution margin ratios are 30 percent for X and 60 percent for Y. Fixed costs are $200,000. What would be the total sales required for Ontario to earn a target profit of $40,000 before tax?

A) $444,444
B) $500,000
C) $416,667
D) $200,000
E) $300,000






(1.5 marks)

13.
WCL has a production capacity limit of 4,000 laser machine hours and 1,000 image machine hours. The direct costs per hour to operate the machines are $15 and $20, respectively. Both machines are operating at 90% of capacity and all current production is sold at $1,500 per unit.
Each unit of output requires $250 of direct materials, 4 laser machine hours and 1 image machine hour to produce. Indirect variable overhead costs are $200 per unit, and indirect fixed overhead costs are $225 per unit based on full capacity.

A prospective customer, Company L, has offered to buy 240 units at $1,350 per unit. If the offer is accepted, all 240 units must be delivered by the end of the year. WCL can lease machinery to accommodate the new customer’s order at a cost of $70,000. By what amount would WCL’s income change if Company L’s offer is accepted and the machine is leased?

A)  $254,000 increase
B)  $126,800 increase
C)  $106,000 decrease
D)  $90,800 increase
E)  $76,800 increase





(1.5 marks)
14. LLS Inc. produces various lighting products, including lamps and lampshades. The following data pertains to the direct labour costs associated with the production of 3,000 lampshades during January:

	Actual direct labour costs incurred
	$14,685

	Standard direct labour cost allowed for actual units produced
	$12,375

	Direct labour efficiency variance
	  $3,300 unfavourable


The actual direct labour rate was $2 per hour lower than the budgeted direct labour rate. What was the actual amount of direct labour time used to produce one lampshade in January?

A)
0.385 hour per unit 

B)
1.1 hours per unit

C)
0.55 hour per unit

D)
0.935 hour per unit

E)
0.165 hour per unit 





(1.5 marks)

Question 2    






(20 marks)    

Melinda Company has two products, A and B.  Melinda’s budget for August 2007 follows:

	Master budget
	Product A
	Product B
	Total

	Sales
	$200,000
	$300,000
	$500,000

	Variable costs
	  120,000
	  150,000
	  270,000

	Contribution margin
	    80,000
	  150,000
	  230,000

	Fixed costs
	  100,000
	    90,000
	  190,000

	Operating income
	-$20,000
	  $60,000
	    40,000

	Selling price per unit
	      $100
	         $50
	


On September 1, these operating results for August were reported:
	Operating results
	Product A
	Product B
	Total

	Sales
	$180,000
	$320,000
	$500,000

	Variable costs
	  120,000
	  140,000
	  260,000

	Contribution margin
	    60,000
	  180,000
	  240,000

	Fixed costs
	  100,000
	    90,000
	  190,000

	Operating income
	-$40,000
	  $90,000
	  $50,000

	Units sold
	     1,900
	      5,000
	


Compute all possible variances.
Question 3     






(20 marks)

Based on 12 months of operating data, the Wilson Company used regression to estimate its cost function. The resulting equation was:

Total cost = $30,000 per month + $40 per unit sold

The equation has an RSQUARE of .65 and a standard error of the estimate of $7,200. The firm sells its product for $60 each.

Required:

1. What is the best estimate of the monthly sales needed to break even?

2. How many units would the firm need to sell next months to be 90% confident of earning a profit?

3. If the firm sells 2,400 units next month, what is the 95% confidence interval on net income?

4. How many units must the firm sell to be 85% confident to earn at least $20,000?
5. If the firm sells 2,152 units next month, what is the probability that it will incur a loss?

Question 4    






(10 marks)

Lederman Products is evaluating two alternative embossing machines for acquisition. The machine selected will be used to manufacture a single product for sale during the coming summer. At the end of the summer the machine will be scrapped. The first machine costs $12,000 and will make the product at a variable cost of $15 per unit. The second machine costs $48,000 but manufactures the product for $9 per unit. The product sells for $18 per unit.

Management’s best guess is that 5,000 units will be sold during the summer. However, potential demand is thought to be equally likely over the range of 3,000 to 7,000 units. A marketing firm has offered to do a survey at a cost of $500. They promise that the survey will be able to predict demand exactly.

Required:

Should the firm hire the marketing firm to do the survey?

Question 5                                                                                         (15 marks)
Phoenix Inc., a cellular communication company has multiple divisions. Each division’s management is compensated based on the division’s operating income. Division A currently purchases cellular equipment from outside markets and uses it to produce communication systems. Division B produces similar cellular equipment that it sells to outside customers but not to division A at this time. Division A’s manager approached division B’s manager with a proposal to buy equipment from division B. If it produces the cellular equipment that division A desires, division B would incur variable manufacturing costs of $60 per unit.

Relevant information about division B:

Sells 50,000 units of equipment to outside customers at $130 per unit

Operating capacity is currently 80%, the division can perform at 100%
Variable manufacturing costs are $70 per unit

Variable marketing costs are $8 per unit

Fixed manufacturing costs are $580,000

Income per unit for division A (assuming parts purchased outside, not from division B)

Sales revenue



$320
Manufacturing costs


Cellular equipment
80


Other materials
10


Fixed costs

40


Total



  130

Gross margin



  190

Marketing costs


Variable

35


Fixed


15


Total



    50

Operating income


  140

Required

Division A wants to buy all 25,000 units from division B at $75 per unit. Should division B accept or reject the proposal? How would your answer differ if (a) division A requires all 25,000 units in the order to be shipped by the same supplier, or (b) division A would accept partial shipment from division B?

What range the managers of divisions A and B agree is the best price for each division? 
Question 6                                                                                        (15 marks) 
Prolite Company manufactures one product. Its budget and operating results for 2007 follow:

	
	budgeted
	actual

	Units sold
	90,000
	100,000

	Unit contribution margin
	  $8.00
	$10.00

	Unit selling price
	$20.00
	$21.00


Industry volume was estimated to be 1,500,000 units when the budget was prepared. Actual total volume of the industry for the period was 2,000,000 units.
Required:

1. What is the market size variance?

2. What is thee market share variance?

3. What is the sales quantity variance?
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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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