  [image: image1.jpg]N

il

WOttawa  Koupamston nEE-LEADERSHIP

L’Université canadienne
Canada’s university






ADM 3346A
COST ACCOUNTING
Fall 2010

       Solution              Midterm Examination 

STUDENT NAME:  _________________________________________________
STUDENT NUMBER: ________________________________________________
90 minutes
	
INSTRUCTIONS
1.
Books and notes are not permitted, except language dictionaries.

2.
Non programmable calculators are permitted.

3. 
Put all answers in the question booklet  

4.   
Questions concerning possible errors in the exam only will be answered.  


	
Questions
	
Max Points

	Question 1

Question 2 

Question 3

Question 4

Question 5
Question 6
Question 7
Question 8
Question 9
Question 10
Total


	/10
/6
/4
/6
/6
/8
/10

/6

/4

/6

/66


Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind, use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:

I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination without this signed statement will not be graded 
Number in brackets is the grade for the question. You must  show your work
Q.1  (10)
One of your first major investment decisions at DSD was to invest $3 million in automated testing equipment for the M-24.  The equipment was installed and in operation on January 1 of this year. 

Pandora, a supplier of  testing equipment, wants to rent to DSD a new testing machine that could be installed on December 31 (only two weeks from now) for an annual rental charge of $300,000.  The new equipment would enable you to increase your division’s annual revenue by 10 per cent.  This new, more efficient machine would also decrease fixed cash expenditures by 5 percent.  The rental machine would also require a warranty costing $50,000 per year in addition to rent.

Without the new machine, operating revenues and costs for the year are estimated to be as shown below. Revenues and fixed and variable operating costs are all cash.

Sales revenues
$5,000,000

Variable operating costs
500,000

Fixed operating costs
2,500,000

Equipment depreciation Testing Machine
500,000

Other depreciation
400,000

If you rent the new testing equipment, DSD will have to write off the cost of the automated testing equipment this year; it has a salvage value of $50,000.  Equipment depreciation shown in the income statement is for this automated testing equipment.  Because the new machine will be installed on a company holiday, there will be no effect on operations this year from the changeover.  Ignore any possible tax effects.  Assume that the data given in your expected income statement are the amounts expected for this year and next. 

Required:

Based on differential/relevant costing, should the machine be rented from Pandora? By how much will DSD be better or worse off based on this approach?.


This Year  – the only differential item is salvage of $50,000, the write-off  is not relevant
Next year and on

The short way 

  2 points per item with deduction for incorrect
	
	 Rent vs No rent 
	Relevant

	Sales 
	+10% *5,000,000 
	+ 500,000

	VC
	+10%*500,000
	+ 50,000

	CM
	
	+ 450,000

	FC operating
	- 5%*2,500,000 
	- 125,000

	Equipment Depreciation
	--
	NR

	Other depreciation
	--
	NR

	Warranty
	+ 50,000
	+ 50,000

	Rent
	+ 300,000
	+ 300,000

	Income - differential
	
	+ 225,000* 


Or    Next year and on

The long way 
	
	No rent
	Rent
	Relevant

	Sales 
	$5,000,000
	+10%    5,500,000 
	+ 500,000

	VC
	500,000
	+10%    550,000
	+ 50,000

	CM
	4,500,000
	4,950,000
	+ 450,000

	FC operating
	2,500,000
	2,375,000
	- 125,000

	Equipment Depreciation
	500,000
	--
	NR

	Other depreciation
	400,000
	400,000
	NR

	Warranty
	
	50,000
	+ 50,000

	Rent
	--
	300,000
	+ 300,000

	Income
	1,100,000
	2,125,000
	+ 225,000* 


*  $2,125,000 – 1,100,000 = 1,125,000 is not correct


Q.2. (6)  

.

Sell Block prepares three types of simple tax returns:  individual, partnerships, and (small) corporations.  The tax returns have the following characteristics:

	
	Individuals
	Partnerships
	Corporations

	Price charged per tax return

Variable cost per tax return

  (including wage paid to tax preparer)

Expected tax returns prepared per year
	$200

$120

60,000
	$1,000

$700

4,000
	$2,000

$1,500

16,000


The total fixed costs per year for the company are $4,025,000.

Required
a. What is the break even point in total tax returns given the expected mix above?

b. Suppose the product sales mix changes so that, for every ten tax returns prepared, five are for individuals, one is for a partnership, and four are for corporations.  Now what is the total break-even tax returns?

c. Explain the reason for the difference between the break-even volume in parts and b.   Be specific.
a.  Average CM = 60,000/80,000*$80 +  4,000/80,000*$300 + 16,000/80,000*$500 = $175

BEP # returns = $4,025,000/$175 = 23,000   (2)
b.  Average CM = 5/10*$80 +  1/10*$300 + 4/10*$500 = $270
BEP # returns = $4,025,000/$270 = 14,907 (2)
c. Major reason is the shift out of low CM Individuals($80)  from 75%(60/80) share  to 50% share and into high CM Corporations($500) from 20%(16/80) to 40%(4/10) share of sales.    (2)
Q.3 (4)
(Predetermined OH rates)  Cairo Products applies overhead using a combined rate for fixed and variable overhead. The rate has been established at 175 percent of direct labor cost. During the first three months of the current year, actual costs were incurred as follows:

	
	Direct Labor Cost
	Actual Overhead

	January

February

March
	$360,000

330,000

340,000
	$640,000

570,400

600,000


a. What amount of overhead was applied to production in each of the three months?

b. What was the underapplied or overapplied overhead for each of the three months and for the first quarter?

	
	DL Cost
	Applied OH at 175%
	Actual Overhead
	Over or (Under)

	January

February

March
	$360,000

330,000

340,000
	630,000

577,500

595,000
	$640,000

570,400

600,000
	(10,000) (1)
7,100(1)
(5,000) (1)

	
	
	
	
	(7,900) (1)


Q.4 (6)   A Manufacturing Company uses the number of packages evaluate the cost activities of the packaging department. The most recent results of the regression are as follows:


Number of packages: 
	Variable
	                Coefficient
	Standard Error

	Constant

Packages

R2 = 0.62
	1,000

5.00
	300
1.50



Standard error of Y







       350
Required:

a. Do packages appear to be a reasonable cost driver given this very limited information?

b. If the projected number of packages is 6,000, what would be the expected cost of packaging and the confidence interval at 95%?
a. R2 of 0.62 is good; well over the guideline of 30% or better 60%, so good ‘fit’ (2)
t = 5/1.50 = 3.333 well over guideline of 2.00 so significant (2)
# of packages seems plausible (2)  
So… yes   up to 4
b. CI for Y’(6000 packages) = $1,000(FC) + 6,000*$5(VC)   ± 2*($350)

=  $31,000 ± 700 =  31,700 and 30,300  (2)
Q.5 (6)
 (Underapplied or overapplied overhead)  At the end of 2009, Westmier Corporation’s accounts showed a $66,000 credit balance in Manufacturing Overhead Control, having applied a total of $300,000 in overhead during the year. In addition, the company had the following account balances:

	Work in Process Inventory

Finished Goods Inventory

Cost of Goods Sold
	$384,000

96,000

720,000


a. What would be the adjustment to COGS if the $66,00 balance is considered immaterial.

b. What would be the adjustment to COGS if the $66,000 balance is considered material.

c. Which method, a or b, do you believe is more appropriate for this event why? Be brief – one or two lines is sufficient.

a. Overapplied

(MOH Control has a credit balance, so a debit is needed to close it , therefore credit to COGS) 

Immaterial so proration is not required, write off to the period to COGS

COGS = $720,000 – 66,000 = 654,000  (2)
b. Material, so prorate 

 $720,000/(384.000 + 96,000 + 720,000?*$66,000

$720,000/$1,200,000* $66,000 = $39,600  (2)
COGS = $720,000 – 39,600 = 680,400
The new COGS is not required but you must show the amount of adjustment and whether it is an increase or decrease.

c. $66,000 = 66,000/300,000 or 22% of applied so material   (2)
or   $66,000 = 66,000/720,000 = 9.1% so not material  (2)
Various answers are OK- but they must indicate the logic.  

Q.6 (8)
 (Job cost and pricing)  Jen Bernardi is an attorney who uses a job order costing system to collect costs relative to client engagements. Bernardi is currently working on a case for Joe Lundy. During the first three months of 2006, Bernardi logged 105 hours on the Lundy case.

In addition to direct hours spent by Bernardi, her secretary has worked 25 hours typing and copying 1,450 pages of documents related to the Lundy case. Bernardi’s secretary works 160 hours per month and is paid a salary of $3,920 per month. The average cost per copy is $0.04 for paper, toner, and machine rental. Telephone charges for long-distance calls on the case totaled $265.50. Last, Bernardi has estimated that total office overhead for rent, utilities, parking, and so on, amount to $7,200 per month and that, during a normal month, she is at the office 120 hours.

Bernardi desires to earn, at a minimum, $90 per hour, and she wishes to cover all direct and allocated indirect costs related to a case. What minimum charge per hour (rounded to the nearest $10) should Bernardi charge Lundy?  Make reasonable assumptions.
	Cost item 
	Rate  or direct 
	Cost 
	Charge Lundy

	Secretary
	$3,920/160 = $24.50 per hour
	$24.50 *25 hours 
	612.50(2)

	Copies 
	$.04 per copy
	1,450 *$.04
	58,00(2)

	Telephone 
	Diredt 
	
	265.50(2)

	Rent etc 
	$7,200/120 = $60 per hour 
	105 * $60
	6,300(2)

	Total 
	
	
	$7,326

	          Per hour 
	$7,326/105
	
	$68.91

	Jen’s charge 
	$90  per hour 
	
	90,00(2)

	
	
	
	$158.90

	
	
	Round up 
	$160,00

	
	
	
	

	
	
	
	


Q.7 (10)
 (Activity-based costing)  Eloquence Publishing is concerned about the profitability of its paperback dictionaries. Company managers are considering producing only the top-quality, hand-sewn dictionaries with gold-edged pages. Eloquence is currently assigning the $1,000,000 of overhead costs to both types of dictionaries based on machine hours. Of the overhead, $400,000 is utilities related and the remainder is primarily related to quality control inspectors’ salaries. The following information about the products is also available:

	
	Regular
	Hand-Sewn

	Number produced

Machine hours

Inspection hours

Revenues

Direct costs
	1,000,000

85,000

5,000

$3,200,000

$2,500,000
	700,000

15,000

25,000

$2,800,000

$2,200,000


a. Determine the total overhead cost that is being assigned to each type of dictionary using the current allocation system.

b. Determine the total overhead cost that would be assigned to each type of dictionary if more appropriate cost drivers were used.

c. Provide specific explanations for the changes in cost allocation between parts a and b.

d. Should the company stop producing the regular dictionaries? Explain.

a. OH rate = $1,000,000/100,000 MHs = $10 
So Regular =  85,000 *$10 = $850,000

    Hand sewn = 15,000 *$10 = 150,000  

 (2)
b. OH rates =  Utilities =  $400,000/100,000 = $4.00  per MH
                             Inspection = $600,000/30,000 = $20 per IH  
SO…

Regular =  85,000*$4   + 5,000*$20 =  $340,000 + 100,000 = $440,000 (2)
Hand sewn 15,000*$4 + 25,000*$20 = 60,000 + 500,000 = $560,000  (2)
c. Hand sewn is a much heavier user of inspection hours(25/30) vs machine hours(15/100). As a result when using machine hours as the cost driver in part a, Hand Sewn is undercosted, regular is overcosted.     (2)
d. NO  Regular appears to lose money is part a :  $3,200,000 – 2,500,000(DC) – 850,000(OH) = ($150,000) loss 

     But with better costing in part b: $3,200,000 – 2,500,000 – 440,000 = 260,000 profit   (2)


Q.8 (6)
Process Costing  Clean-Up Corp. produces outdoor brooms. On April 30, 2006, the firm had 3,600 units in process that were 60 percent complete as to material, 40 percent complete as to direct labor and overhead. During May, 187,000 brooms were started. Records indicate that 184,200 units were transferred to Finished Goods Inventory in May. Ending units in process were 40 percent complete as to material, and 25 percent complete as to direct labor and  overhead.

a. ,Determine May’s equivalent units of production using the weighted average method.

b. Determine May’s equivalent units of production using the FIFO method.

a.
	BB 3,600 (60%, 40%)

Started 187,000
	Cand O

184,200: 3,600 from BB

               180,600 from started   

	EB 6,400*(40%, 25%) 
	


* 3,600 + 187,000 – 184,200

	
	DM 
	CC

	WA   (3)
	
	

	Cand TO 184,200
	184,200
	184,200

	EB  6,400
	(6,400 *40%)2,560 
	(6,400 *25%)1,600 

	
	186,760
	185,800

	FIFO   (3)
	
	

	CandTO  from BB 3,600
	(40%*3,600) 1,440
	(3,600*60%) 2,160

	                From Started 
	180,600
	180,600

	EB
	2,560
	1,600

	
	184,600
	184,360


Q.9 (4)
Fantastic Borders manufactures concrete garden border sections. May 2006 production and cost information are as follows:

	WA equivalent units of production

   Direct material

   Direct labor and Overhead
   
	80,000 sections

76,000 sections



	FIFO equivalent units of production 

   Direct material

   Direct labor and Overhead
   Overhead
	60,000 sections

62,000 sections



	BB costs

   Direct material

   Direct labor and Overhead
  
	$9,800

8,160



	Current period costs

   Direct material

   Direct Labor and Overhead
   
	$27,000

59,660



All material is added at the beginning of processing.

Using weighted average process costing, what is the cost per equivalent unit for each of direct material and conversion costs respectively?
DM = ($9,800 + 27,000)/80,000 = $0.46 per EU   (2)



CC = ($8,160 + 59,660(/76,000 = $0.89 per EU  (2)


Q.10 (6)
Weezer Plastics uses a weighted average process costing system, and company management has specified that the normal spoilage cannot exceed 5 percent of the good units units produced in a period. All raw material is added at the start of the production process. Inspection occurs when the units are 60% complete. March processing information follows:

	Beginning inventory (70% complete as to conversion)

Started during March

Completed during March

Ending inventory (50% complete as to conversion)
	10,000 units

60,000 units

58,200 units

8,000 units


a. How many units should be treated as normal spoilage?

b. How many units should be treated as abnormal spoilage?

BB + TI = TO + EB + Spoiled 
10,000 + 60,000 = 58,200 + 8,000 + Spoiled;  Spoiled = 70,000 – 58,200 – 8,000 = 3,800    

	Good units inspected this period 
	
	

	
	Inspected 
	Inspected at 60% point?

	CandTO:  from BB(70%)      10,000
	--
	NO – inspected in previous period 

	                 From started    58,200 – 10,000
	48,200
	Always 

	EB (50%)        8,000
	--
	Not yet inspected 

	Total 
	48,200
	 (4)

	a. Normal spoilage  (1)
	5% * 48,200 = 2,410

	b. Abnormal spoilage   (1)
	3,800 – 2,410 = 1,390
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