BUSI 294
Practice Questions for the Final Exam

Question 1 

Sweeney Corporation manufactures two consumer products, Gamma and Delta.   The company has grown quite rapidly in the past few years.  The management information system the company has been using has been very basic, and has been used mainly to produce financial statements for external users.  To this point, the company has not developed sophisticated product profitability analysis because the products have not received much competition and the company has been very profitable.  In fact, the company has been gaining market share with both of their products and are close to their capacity of 10,000 machine hours.

The profitability of the company, however, was becoming more of a concern as competitors began to challenge Sweeney’s products.  The controller for Sweeney knew that there would be pressure on the unit selling prices in the next fiscal year (she is anticipating a reduction in selling prices of 20%) and she wants to get better cost information.  Following are the budgeted standard costs for each product.  The manufacturing overhead is allocated to products on the basis of direct labour cost.  Manufacturing overhead had never been analyzed to determine if the costs were fixed or variable.

	
	
	Gamma
	
	
	Delta

	Unit selling price
	
	$18.00
	
	
	$30.00

	Direct material 
	$4.00
	
	
	$7.00
	

	Direct labour
	.60
	
	
	1.50
	

	Manufacturing overhead
	2.40
	
	
	6.00
	

	Cost of goods sold
	
	7.00
	
	
	14.50

	Gross margin
	
	$11.00
	
	
	$15.50

	Approximate machine hours used
	
	60%
	
	
	40%

	Units produced per machine hour
	
	50
	
	
	20



The controller for Sweeney is comfortable that both the material and labour components are variable.  However, she is concerned about the allocation of overhead costs to products and wants to ensure that the current allocation base is appropriate before making any decisions about products and pricing.  Consequently, she accumulated information about the manufacturing overhead costs for the past three years, by quarter.  As a first step, she decided to run regression analysis on the information to ensure that the allocation base currently used is appropriate.  She then decided to run the same information, using machine hours as the cost driver.  The results of the regressions are given below:  



Question 1 (continued)
	
Year
	Units Produced
	Labour Costs
	Machine hours
	
	Manufacturing Overhead Costs

	2011 - Q1
	            250,000 
	 $  255,000 
	                8,000 
	
	 $  950,000 

	2011 - Q2
	            230,000 
	 $  233,000 
	                7,360 
	
	 $   900,000 

	2011 - Q3
	            300,000 
	 $  325,000 
	                9,600 
	
	 $1,100,000 

	2011 - Q4
	            250,000 
	 $  250,000 
	                8,200 
	
	 $   960,000 

	2012 - Q1
	            260,000 
	 $  269,000 
	                8,250 
	
	 $   985,000 

	2012 - Q2
	            240,000 
	 $  241,000 
	                7,900 
	
	 $   950,000 

	2012 - Q3
	            280,000 
	 $  282,000 
	                9,000 
	
	 $1,065,000 

	2012 - Q4
	            250,000 
	 $  251,000 
	                8,100 
	
	 $   965,000 

	2013 - Q1
	            240,000 
	 $  239,000 
	                7,688 
	
	 $   920,000 

	2013 - Q2
	            220,000 
	 $  222,000 
	                7,150 
	
	 $   851,000 

	2013 - Q3
	            260,000 
	 $  261,000 
	                8,300 
	
	 $1,000,000 

	2013 - Q4
	            200,000 
	 $  206,000 
	                6,500 
	
	 $   840,000 



Manufacturing Overhead Costs predicted by Labour Costs

	SUMMARY OUTPUT
	
	
	

	
	
	
	

	Regression Statistics
	
	

	Multiple R
	              0.9602 
	
	

	R Square
	              0.9221 
	
	

	Adjusted R Square
	              0.9143 
	
	

	Standard Error
	        22,414 
	
	

	Observations
	12
	
	

	
	
	
	

	
	
	
	

	 
	Coefficients
	Standard Error
	t Stat

	 Intercept 
	        348,980.04 
	              56,290.34 
	                  6.20 

	 X Variable 1 
	                 2.41 
	                      0.22 
	                10.88 

	
	
	
	



Manufacturing Overhead Costs predicted by Machine Hours

	SUMMARY OUTPUT
	
	
	

	
	
	
	

	Regression Statistics
	
	

	Multiple R
	              0.9835 
	
	

	R Square
	              0.9673 
	
	

	Adjusted R Square
	              0.9640 
	
	

	Standard Error
	        14,526 
	
	

	Observations
	                    12 
	
	

	
	
	
	

	
	
	
	

	 
	Coefficients
	Standard Error
	t Stat

	Intercept
	        214,998.75 
	              43,379.08 
	                  4.96 

	X Variable 1
	                92.72 
	                      5.39 
	                17.19 



Required:

a) Is the allocation of manufacturing overhead costs as it is currently done, appropriate?  Explain.     
 
b) Analyze the regression models.  Which model would you suggest the controller use to analyze overhead costs and product profitability? 

c) Present revised product profitability statements (based on the model you select) for each product.  Assume the company assumes 9,000 machine hours will be used and the current sales mix will continue.  	

d) As the company gets closer to full capacity, the controller wants to ensure that the company will maximize profitability.  Capacity cannot be expanded in the short-term.  What product mix would you suggest?  Explain.









Question 2 

You have been hired for the summer at Outdoors Unlimited to help them with their cost accounting system.  You were given the following incomplete standard cost card and information:

Standard Cost Card for Variable Costs
	Direct materials, _____ metres at $_____ per metre	$30.00
	Direct labour, _____ hours at $_____ per hour	$24.00
	Variable overhead, _____ hours at $_____ per hour	$  6.75
	Standard variable cost per unit   	$	

	Variances Reported
	Total
	Standard	Price	Spending	Quantity or
	Cost *	or Rate		Efficiency

Direct materials (DM)	$600,000	#		#
Direct labour (DL)	$480,000	$72,000F		†
Variable overhead (VOH)	$135,000		Ω	Ω

*	Applied to Work in Process during the year based on actual production of 20,000 boards.

# DM:  The TOTAL variance (price and quantity) was $54,000F.

† DL:  The TOTAL variance (rate and efficiency) was $24,000 U.

Ω VOH:  The TOTAL variance (spending and efficiency) was $36,000U.

Through discussions with management, you have gathered the following additional information:

· The company uses a JIT inventory system and has no inventory of any kind at the end of a year.
· Direct material purchases for the year were $546,000.
· Manufacturing overhead is applied on the basis of direct labour hours.
· The actual cost of direct materials was $13.00/metre, which was $2.00/metre less than the standard cost.
· The production team lost their most experienced direct labour workers at the beginning of the year.  Management was pleased with the fact that they were able to hire new workers at $2.00 per hour less than the standard rate.




Required:  
1. Compute  the following variable cost variances from the information you have been given (10 marks)
a. Direct material variances
i. Price Variance
ii. Quantity Variance
b. Direct labour variances
i. Rate variance
ii. Efficiency variance
c. Variable overhead variances
i. Spending variance
ii. Efficiency variance


2. Complete the variable standard cost card per board:  (6 marks)

	Direct materials:	______	metres  x	$_____/metre	=	$30.00

	Direct labour:	______	hours  x	$_____/hour	=	$24.00

	Variable overhead:	______	hours  x	$_____/hour	=	$  6.75

	Standard variable cost per board	$ 	


3. Based on your analysis, identify and briefly discuss two changes that the company should make in operations next year?  (4 marks)





[bookmark: _GoBack]
Question 3

Terrace Inc. produces and sells a single product.  The standard cost card for the product is as follows:

	Direct materials, 4 metres @  $30.60 per metre
	$122.40

	Direct  labour, 2.1 hours @  $24.00 per direct labour- hour
	50.40

	Variable overhead, 2.1 hours @ $5.40 per direct labour-hour
	11.34

	Fixed overhead, 2.1 hours @ $14.40 per direct labour-hour
	30.24

	$214.38



The following additional information is available for the current year:

1. The company manufactured 40,000 units of product during the year.
2. A total of 175,000 metres was purchased during the year at a total cost of $5,323,500. 10,000 metres of material was left in ending inventory.  There was no beginning inventory.
3. The company worked 83,500 direct-labour hours during the year. The total cost for direct labour for the year was$2,062,450.
4. Overhead is applied to products on the basis of standard direct labour hours. 

Data relating to manufacturing overhead costs are:

	Denominator activity level ( direct-labour hours)
	75,600

	Actual variable overhead costs
	$438,375

	Actual fixed overhead costs
	$1,176,000




Required:

1. Compute the direct materials price and quantity variances. The price variance is determined based on quantities purchased, not quantities used.
2. Compute the direct labour rate and efficiency variance
3. Compute the variable overhead spending and efficiency variance
4. Compute the fixed overhead budget variance and the volume variance.


