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CONCORDIA UNIVERSITY


Course:			Managerial Accounting, 	

No.: 	COMM 305 ALL SECTIONS & ACCO 240

Examination:		Final		

Date:			Dec 6, 2012

No. of Pages:  	 	  (16) pages including the cover page

Material Allowed:	This is a closed book examination; no reference to notes, etc. is allowed. However, a silent hand-held four-function calculator and one standard (not electronic) dictionary are permitted. 

Special Instructions:	Answer multiple choice questions in IBM Sheet provided and also in your lined answer booklet.

			Return the exam questions with your lined answer booklet and IBM Sheet.
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Student Name:		                                                                          	                                                                       

Student ID No.:		                                                                           	                                                                       

Section:			                                                                            	                                                                       

Instructor:	                                                                         	

Please read all questions and budget your time carefully.
Answer all questions
My Dear Marker
Please the answers and marks for each question or part of question are in red colour for all questions.
QUESTION I. 37.5 MARKS

Please select the best answer: (1.5 Marks Each) 

1. Baldwin’s Bagel Shop had the following activity for December:
Total bagels sold	17,000
Total revenues	$595,000
Total fixed costs	99,000
Total variable costs	357,000
	What was Baldwin’s margin of safety, in dollars?
a.	$430,000
b.	$247,500
c.	$347,500
d.	$357,000
e.	None of the above
2. The Nunn Co. produces a single product.  Its cost structure is:
		Variable Cost
	Fixed Cost	Per Unit
Manufacturing costs	$35,000	$15
Non-manufacturing costs	60,000	10
	If the firm sells 5,000 units per period, what price should be charged to earn $35,000?
a.	$44
b.	$45
c.	$50
d.	$51
e.	None of the above

3. Smith Co. has a contribution margin ratio of 40% and a breakeven point of $200,000 in sales.  If the firm reports net income of $240,000 after taxes of 40%, what were total sales for the year?
a.	$1,200,000
b.	$420,000
c.	$800,000
d.	$1,700,000
e.	None of the above

4. If the total contribution margin decreases and fixed costs do not change, pretax income
a.	Decreases by an equal amount
b.	Increases by an equal amount
c.	Does not change
d.	Increases by some other amount
e.	Change by more than an equal amount

5. Grady, Inc. produces a single product and projects the following costs for a normal month in which 100 units are produced and sold:
	Manufacturing	Nonmanufacturing
Fixed costs	$8,000	$5,000
Total variable costs	7,700	6,050
	The selling price per unit is $300.  What volume, in units, must Grady sell to break even?
a.	36
b.	58
c.	80
d.	90
e.	None of the above

6. When sales are $1,000, the contribution margin is $600 and a pretax loss of $90 occurs.  What is the breakeven point in dollars?
a.	$ 1,150
b.	$1,250
c.	$1,000
d.	$1,875
e.	None of the above

Use the following information for the next 3 questions.
Nelson Co. incurs $568,000 in fixed costs while producing three products with the following characteristics:
		Sales Mix	Unit Contribution	Contribution
	Product	(Units)	Margin	Margin Ratio
T	5	$900	45%
Q	3	600	40%
R	2	400	35%
7. What is the selling price of Product T?
a.	$1,200
b.	$1,143
c.	$2,000
d.	$1,500
e.	None of the above

8. What is the breakeven point in units?
a.	400
b.	240
c.	299
d.	800
e.	None of the above

9. At the breakeven point, what is the dollar sales volume for Product Q?
a.	$800,000
b.	$360,000
c.	$288,000
d.	$120,000
e.	None of the above

10. A segment with an ROI of 30% has an income of $84,000. The company’s required rate of return on segment investments is 18%. The segment’s residual income is
a.	$50,400
b.	$25,200
c.	$26,712
d.	$33,600
e.	None of the above

11. Division A of a firm produces a single product, which is sold only to Division B.  Division A has a total investment of $1,000,000, while Division B has a total investment of $2,000,000. Division A annually sells 100,000 units of its product to Division B for $5 per unit and earns $150,000 in operating income. Division B currently earns $250,000. If Division A raises its selling price to $6 per unit and nothing else changes,
a.	Division A’s ROI will increase to 20%
b.	The firm’s overall ROI will rise
c.	The firm’s overall ROI will fall
d.	The firm’s overall ROI will remain unchanged
e.	Can not be determine from this information


Use the following information for the next 2 questions.
The Mukilteo Division of Snohomish Corp. produces and sells a product to outside and internal customers. Per-unit data collected from its operations include:
Outside sales price	$640
Direct materials	105
Direct labour	250
Fixed overhead	180
12. If Mukilteo is operating at full capacity and selling solely to outside customers, what price should another division pay for Mukilteo’s product?
a.	$285
b.	$625
c.	$640
d.	$480
e.	None of the above

13. If Mukilteo has excess capacity available to meet an internal order, what transfer price should be set?
a.	$625
b.	$355
c.	$430
d.	$285
e.	None of the above








Use the following information for the next 2 questions.
Division A produces a component for Hielkema Company’s main product — automobiles. The division operates as a profit center. It also sells to outsiders. The present selling price is $75 per component.  The company buys 600,000 units of a similar component per year from outside sources. The external purchase price is $73 as a result of a quantity discount. Division A has adequate capacity to supply the needs of the Assembly division. The following data are for Division A:
Direct material	$30 per unit
Direct labour	$25 per unit
Variable overhead	$10 per unit
Fixed overhead (based on a capacity of 5,000 units)	$6 per unit
14. The minimum price at which A would sell components internally is
a.	$71
b.	$73
c.	$75
d.	$65
e.	None of the above

15. The price range within which A would sell components to the Assembly Division is
a.	$71 to $73
b.	$65 to $73
c.	$71 to $75
d.	$65 to $75
e.	None of the above


Use the following data for the next 2 questions.
Wolff Co. sells product P at a price of $38 a unit. The per-unit cost data are: direct materials $8, direct labour $10, and overhead $12 (25% fixed and 75% variable). Wolff has sufficient capacity to accept a special order for 40,000 units just received. Selling costs associated with this order would be $3 per unit.
16. The minimum selling price per unit should be
a.	$24
b.	$30
c.	$32
d.	$36
e.	None of the above

17. At a selling price of $33 per unit, the operating income will
a.	Increase by $60,000
b.	Increase by $80,000
c.	Increase by $120,000
d.	Increase by $160,000
e.	None of the above







Use the following data for the next 2 questions.
Wagner Corporation can manufacture 490,000 tennis rackets a year at a variable cost of $15 per racket and fixed costs of $500,000. Wagner budgeted that it can sell 400,000 at $25 each.  An additional order of 100,000 was received, but at a discount of 25% from the regular price.
18. The relevant cost to Wagner of the special order is
a.	$1,600,000
b.	$1,450,000
c.	$1,562,500
d.	$4,900,000
e. None of the above
19. If Wagner accepts the special order, income before taxes will
a.	Decrease by $100,000
b.	Increase by $125,000
c.	Increase by $25,000
d.	Increase by $312,500
e.	None of the above

20. PRO Shops has a capacity of 45,000 units, and is currently producing and selling 40,000 at $25 a unit. The present cost structure, on a per unit basis, is:
Direct material	$10
Direct labour	5
Variable overhead	3
Fixed overhead	4
	An order for 8,000 units has been received from a Japanese company at a price of $20 per unit. If the order is accepted, profit will
a.	Decrease by $2,000
b.	Increase by $1,000
c.	Increase by $16,000
d.	Increase by $15,000
e.	None of the above

Use the following data for the next 2 questions:
Redmond Corporation is closing one of its divisions. Operating data on this division follows:
Sales	$80,000
Variable costs	40,000
Overhead	40,000
Overhead consists of $30,000 in salary and $10,000 for rent and insurance.  The salary is for the chief engineer, who will continue to work for Redmond even if the division is closed.
21. Rent and insurance that will cease if the division is closed is an
a.	Unavoidable and irrelevant cost
b.	Unavoidable and relevant cost
c.	Avoidable and irrelevant cost
d.	Avoidable and relevant cost
e.	None of the above



22. Assuming all overhead costs continue to be incurred even if the division closes, what will be the effect on overall company profits of closing the division?
a.	$10,000 decrease
b.	$40,000 decrease
c.	$40,000 increase
d.	$30,000 decrease
e.	None of the above

23. N.G., Inc. currently buys 9,000 subcomponents from an outside supplier at $10 each.  The company has excess capacity, which it sublets to another company for $20,000 per year.  If the company were to use the idle capacity to produce the subcomponent internally, it would incur variable production costs of $6 per unit, and it would hire a new supervisor for $15,000 per year.  Other fixed overhead costs would not change, but the average overhead cost per subcomponent unit would be $2.  What is the advantage or disadvantage (in dollars) if N.G. makes the subcomponent instead of continuing to buy outside and subletting the excess capacity?
a.	$6,000 disadvantage
b.	$21,000 disadvantage
c.	$1,000 advantage
d.	$21,000 advantage
e.	None of the above

Use the following data for the next 2 questions:
Amsat Company has equipment that is in high demand, but has a limited amount of time available. The equipment can be used to produce a number of different products. The following data are available:
			Unit Variable	Units
	Product	Unit Price	Cost	Per Hour
L	$400	$200	8
M	300	150	22
N	600	250	8
O	200	100	20
24. Which product should be emphasized first?
a.	L
b.	M
c.	N
d.	O
e.	O or N
25. Which product should be emphasized last?
a.	L
b.	M
c.	N
d.	O
e.	M or L


QUESTION II. 20 MARKS

Taylor Enterprises produces lunch boxes. In 2011, it began the year with 2,000 units beginning inventory. During the year, it produced 10,000 lunch boxes and sold 12,000 for $12 per box. Variable manufacturing costs were $5 per box produced (direct material $2, direct labour $1, and variable overhead $2); variable selling and administrative expenses were $3 per unit sold; fixed manufacturing costs were $10,000 in total per year and; fixed selling and administrative costs per year were $6,000.

Instructions
(a) Prepare an income statement using absorption costing for year 2011. 6 Marks
(b) Show a calculation that explains the difference in net income under absorption costing and variable costing.  (Do not prepare a variable costing income statement) 2 Marks 
(c) Show a calculation that explains the difference in net income under variable costing and throughput costing.  (Do not prepare a throughput costing income statement) 2 Marks
(d) Suppose the accountant for Taylor Enterprises used normal costing rather than actual costing to calculate the cost of goods sold and ending inventory under absorption costing. Also assume that fixed manufacturing overhead is $12,000, based on budgeted volume of 12,500 units and the company expenses the volume variance to the cost of goods sold.
(i) Prepare an income statement using absorption costing for year 2011 based on normal costing rather than actual costing. 6 Marks
(ii) Reconcile the absorption normal costing net income to that calculated in part (a) 2 Marks 		
(iii) Reconcile the absorption normal costing net income to the variable costing net income. 2 Marks




(a)
TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Absorption Costing

Sales (12,000 units @ $12) 				1 mark  		$144,000
Cost of goods sold [12,000 units × ($5+ $1)] 	2 marks  		    72,000
Gross profit 									    72,000
Variable selling and administrative expenses (12,000 @ $3)     $36,000 2 marks  
Fixed selling and administrative expenses 		1 mark         6,000	    42,000	
Net income 									  $30,000


(b) 	Net income under variable costing = Abso NI $30,000 + (2,000 X $1) 2 marks = 					$32,000

The difference in net income of $2,000 can be explained by the 2,000-unit difference between the number of units sold (12,000) versus the number of units produced (10,000). Under absorption costing, the company defers $1 per unit of fixed manufacturing costs in the 2,000 units of ending inventory 2010. This represents the total difference of $2,000 ($1 X 2,000 units) between the net income under variable costing ($32,000) and under absorption costing ($30,000).


(c) 	Net income under throughput costing = Vari NI $32,000 + (2,000 X $3) = $38,000 2 marks  
	The difference in net income of $6,000 can be explained by the 2,000-unit difference 	between the number of units sold (12,000) versus the number of units produced (10,000). 	Under variable costing, the company defers $1 per unit of direct labour and $2variable 	manufacturing overhead costs in the 2,000 units of ending inventory 2010. This represents the 	total difference of $6,000 ($3 X 2,000 units) between the net income under variable 	costing ($32,000) and under throughput costing $38,000.

(d) - i	The company policy is to use the budgeted volume of 12,500 units to allocate the fixed 	overhead rate rather than the actual production volume of 10,000 units. Predetermined rate = $10,000 fixed overhead / 12,500 budgeted production volume = $0.8 1 mark  

Based on this rate, the absorption product cost per unit is as follows:
Direct materials 				$  2
Direct labour 					    1
Variable overhead 				    2
Fixed overhead predetermined rate 		    0.8
Total product cost per unit 			$5.80


TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Absorption Costing Normal costing

Sales (12,000 units @$12) 			0.50 mark  				$144,000
Less Cost of goods sold [12,000 units @$5.80] 1 mark  				     69,600
Less unfavourable volume variance [$0.8 (12,500 units - 10,000 units)]   2 marks        2,000
Gross profit 										   $72,400
Variable selling and administrative expenses (12,000@ $3) .75 mark  $36,000 
Fixed selling and administrative expenses 		          0.75 mark      6,000	    42,000
Net income 								6 Marks	$  30,400 

(d) -ii 	We can reconcile the absorption normal costing net income to the absorption actual costing net income as follows:	2 marks  
Absorption actual costing net income 						  $ 30,000
Plus difference in ending inventory fixed manufacturing overhead (2,000 X ($1-$0.80)   400 
Normal costing net income 						           		 $   30,400

(d) -iii 	We can reconcile the absorption normal costing net income to the variable costing net income as follows: 2 marks  
Absorption normal costing net income 						 $30,400
Plus difference in ending inventory fixed manufacturing overhead (2,000 X $0.80)     1,600
Variable costing net income 								 $32,000


My Dear Marker
These two IS for your information to understand the solution above.
TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Variable Costing

Sales (12,000 units @ $12) 							$144,000
Variable cost of goods sold (12,000 @ $5) 			 $60,000
Variable selling and adm. expenses (12,000 @ $3) 		    36,000   	  $96,000
Contribution margin 	$48,000
Fixed manufacturing overhead 				$10,000
Fixed selling and administrative expenses 			    6,000 	   16,000
Net income 									 $32,000








TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Throughput Costing

Sales (12,000 units @ $12) 							$144,000
Variable cost of goods sold (12,000 @ $2) 					$  24,000
Throughput Contribution margin 	$120,000
Other manufacturing costs 10,000 X $3		  $30,000
Variable selling and adm. expenses (12,000 @ $3) 	    36,000    $66,000
Fixed manufacturing overhead 			$10,000
Fixed selling and administrative expenses 		    6,000       16,000	$ 82,000
Net income 									 $38,000


QUESTION III. 20 MARKS

Myrna Manufacturing, located in Montreal, has projected sales in units for four months of the first year of operations as follows: 
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			January
	25,000

	February
	30,000

	March
	32,000

	April
	35,000
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The product sells for $18 per unit. Twenty-five percent of the customers are expected to pay in the month of sale and take a 3% discount; 70% are expected to pay in the month following sale. The remaining 5% will never pay.

It takes 2 kilograms of materials to produce a unit of product. The materials cost $0.75 per kilogram. In January, no raw materials are in beginning inventories, but managers want to end each month with enough materials for 20% of the next month's production. The firm pays for 60% of its materials purchases in the month of purchase and 40% in the following month.

It takes 0.5 hour of labour to produce each unit. Labour is paid $15.00 per hour and is paid in the same month as worked. Overhead is estimated to be 2.00 per unit plus $25,000 per month (including amortization of $12,000). Overhead costs are paid as they are incurred.

Myrna will begin January with no finished goods or work-in-process inventory. The managers want to end each month with 25% of the following month's sales in finished goods inventory. They will end each month with no work in process.

REQUIRED: 
	Prepare a cash budget listing cash receipts and disbursements for February and the ending 	balance of cash. The firm will begin 	February with a cash balance of $80,000. 


Before developing the February cash receipts and disbursements budget, it is first necessary to calculate the purchases and other costs to be paid during February.

Production requirements:
	January	February	March
Sales requirement (units)	25,000*	30,000	32,000
Plus:  Ending inventory (units)	  7,500	  8,000	  8,750
Total needs	32,500	38,000	40,750
Less:  Beginning inventory (units)	         0	 (7,500)	 (8,000)
Production requirement (units)	32,500	30,500	32,750
							2 MARKS	2 MARKS	2 MARKS
* ½ MARK EACH
Materials purchases budget:
	January	February	March
To support production (units2 kgs
X 32,500, 30,500, 32,750)	65,000*	61,000	65,500
Plus:  Ending inventory (next
month production  20%)	12,200	13,100
Total needs	77,200 	74,100
Less:  Beginning inventory (kgs)	         0	(12,200)
Total purchases (kgs)	77,200           61, 900

Raw materials cost per unit            $0.75              $0.75

Cost of purchases 	$57,900	$46,425
							2.5 MARKS	2.5 MARKS
	*1/2 MARK EACH	
Cash disbursements in February for raw materials:
From January ($57,900  0.40) 1 MARK	$23,160
From February ($46,425  0.60) 1 MARK	  27,855
Total raw materials disbursements	$51,015

Cash disbursements in February for labour (paid during month worked):
30,500 units produced  0.50 hour per unit	15,250 hours
Wage rate	$15
Total cash disbursements for labour 1 MARK	$228,750

Cash disbursements in February for overhead (paid as incurred):
Total costs = ($230,500 units produced) + $25,000	$86,000
Less:  Depreciation	  12,000
Total cash overhead costs 1 MARK	$74,000


February Cash Receipts and Disbursements Budget
Cash balance February 1, 						0.5 MARK	$ 80,000
Receipts
From January sales (25,000  $18  0.70) 2 MARKS	 	$315,000
From February sales (30,000  $18  0.25  0.97) 2 MARKS	 	 130,950
Total Receipts		445,950
Disbursements 
Raw materials	$  51,015
Labour	228,750
Overhead	    74,000
Total Disbursements		  353,765
Excess Receipts	0.5 MARK	 $ 92,185
Cash ending Balance										$172,185



QUESTION IV. 22.5 MARKS

Manlow Company makes a pasta sauce for the restaurant industry. The standard cost for one tub of sauce is as follows:
								        Standard		                         
Manufacturing Cost Elements 			Quantity 	Price 		Cost
Direct materials 					6 litre 		$   1.00	$  6.00
Direct labour 						0.5 hours 	$ 18.00 	    9.00
Manufacturing overhead 				0.5 hours 	$   8.40 	    4.20
											$ 19.20

During the month, the following transactions occurred in manufacturing 12,000 tubs of sauce:
1. A total of 64,000 litres of materials were purchased at $1.20 per litre. 
2.  A total of 60,000 litres of materials were used to produce the 12,000 tubs of sauce.
3.  A total of 5,900 direct labour hours were worked at a total labour cost of $118,000. 
4. The variable manufacturing overhead incurred was $20,000 and the fixed overhead incurred was $25,000.

The manufacturing overhead rate of $8.40 is based on a normal capacity of 5,000 direct labour hours. The total budget at this capacity is $24,000 fixed and $18,000 variable.

Instructions
Calculate the following:
(a) Direct materials price, usage, and budget variances 6 Marks
(b)  Labour price, usage, and budget variances 2.5 Marks
(c)  Variable overhead spending, quantity, and budget variances 3 Marks
(d) Fixed overhead spending and volume variances 5 Marks
(e) Total overhead budget variances 2 Marks
(f) Under or over applied overhead variance 2 Marks 
(g) Total manufacturing cost variance 2 Marks 




$76,800			-		64,000 X$1.00= $64,000	
       $12,800 UN PV	2 MARKS		
	


		60,000 X $1.00= $60,000  -		12,000 X 6 X $1.00= $72,000
	       		$12,000 F Usage 2 MARKS

(a) Total material budget variance = $12,800 UNF + $12,000 F = $800 UN 2 MARKS
TOTAL = 6 MARKS




$118,000  				5,900 X$18=$106,200          12,000 X .5 X $18= $108,000

	$11,800 UF PV	.75 MARK		$1,800 F Usage V 0.75 MARK

(b) Total Labour budget variance = $11,800 UNF PV  + $1,800  F = $10,000 UNF1 MARK
	TOTAL = 2.5 MARKS


(c) Variable overhead rate per hour = Variable overhead $18,000/5,000 hours = $3.60 1 MARK

$20,000				5,900 X$3.60=$21,240	12,000 X 0.5 X $3.60= $21,600


	$1,240 F SPV  0.5 MARK	     $360 F Usage V 1 MARK

Total variable OVERHEAD budget variance = $1,240 F + $360 F = $1,600 F 0.5 MARK
	TOTAL = 3 MARKS
(d) Fixed overhead rate per hour = Fixed overhead $24,000 / 5,000 hours = $4.80 2 MARKS

$25,000				$24,000 = 5,000 X $4.80       	  12,000 X .5 X $4.80 = $28,800

	$1,000 UNF SPV.05 MARK		       $4,800 F   Vol.2 MARKS

Total Fixed overhead variance = $1,000 UNF SPV + $4,800 F = $3,800 F  0.5 MARK
TOTAL = 5 MARKS

WARNING (carrying errors): If student uses wrong answer in (c) or (d) above 			to compute the value of (e) or (f) but he or she uses the right information,  			please grant the full marks for (e) or (f) to prevent double penalty. 

(e) Total overhead budget variances = Total OVERHEAD budget variance
 = $1,600 F + $1,000UNF = $600 F 2 Marks

(f) Over-applied overhead =	Actual Overhead $45,000 – Applied Overhead 50,400 = $5,400 Over-applied 2 Marks

(g) Total manufacturing cost variance 

							
0.5 Mark each
Total material budget variance = $12,800 UNF + $12,000 F =         		 $800 UNF 

Total Labour budget variance = $11,800 UNF PV + $1,800 F = 	         $10,000 UNF

	Total variable OVERHEAD budget variance = $1,240 F + $360 F = 	$1,600 F 

Total Fixed overhead variance = $1,000 UNF SPV + $4,800 F = 		$3,800 F  
Total variance								$5,400 UN

TOTAL = 2 MARKS
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