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CONCORDIA UNIVERSITY


Course:			Managerial Accounting, 	

No.: 	Comm. 305 all sections & Acco. 240

Examination:		Final		

Date:			December 8, 2011

No. of Pages:  	 	  (8) 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:	Return the exam questions with your answers.
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Student Name:		                                                                          	                                                                       

Student ID No.:		                                                                           	                                                                       

Section:			                                                                            	                                                                       

Instructor:	                                                                         	

Please read all questions and budget your time carefully.
Answer all Questions

QUESTION I. 16 MARKS
Part 1. 10 MARKS
Vice-President of Sales and Marketing, Madison Tremblay, is trying to plan for the coming year in terms of production needs to meet the forecasted sales. The board of directors is very supportive of any initiatives that will lead to increase profits for the company in the upcoming year.

Instructions
(a) The company markets a simple water controller and timer that it mass produces. During 2011, the company sold 696,000 units at an average selling price of $5 per unit. The variable expenses were $2,088,000, and the fixed expenses were $683,338.
1. What is the company’s break-even point in units and in dollars for this product? (3 Marks)
2.  If management wanted to increase income from this product by 10%, how many additional units would the company have to sell to reach this income level? (2 Marks)
3. If sales increase by 71,090 units and the cost behaviours do not change, how much will income increase on this product? (2 Marks)
4.  Using the degree of operating leverage method, calculate the effect on the company’s net income before tax if the sales had increased by 10%?  (3 Marks)

Part 2. 6 MARKS
CXB  has a sales mix of sprinklers, valves, and controllers as follows:

Annual expected sales:
Sale of sprinklers 	450,000 units at $27.00
Sale of valves 		1,687,500 units at $12.00
Sale of controllers	112,500 units at $43.00

Variable manufacturing cost per unit           Variable selling and admin. expenses per unit:
Sprinklers 		$14.00				Sprinklers 		$3.00
Valves			   $8.00			Valves			 $1.00
Controllers		 $30.00	  		Controllers		 $4.00

Fixed manufacturing overhead cost (total) $900,000
Fixed selling and administrative expenses (total) $1,450,000

Instructions
(a) Using the annual expected sales for these products, determine the weighted-average unit contribution margin for these three products. (3 Marks)

(b) Assuming the sales mix remains the same, what is the break-even point in units for CXB and how many units of each product would be produced at break-even points? (3 Marks)

QUESTION II. 16 MARKS
Part 1. 8 MARKS
Montreal Corporation packages some of its products into sets for do-it-yourself (DIY) installations. The smaller set that sells for $149 has variable costs of $89, while the larger set sells for $249 with variable costs of $159. Fixed costs are assigned at a rate of $6 per machine hour.

It takes 20 minutes of machining time to produce and package the smaller set. The larger set is more complicated and requires 90 minutes of production time. The machines operate for two shifts of eight hours each day for 30 days per month. Maintenance and set-ups are handled outside of these times.

Analysis of the current market trends reveals that monthly demand for the smaller set would not exceed 675 units, while Montreal Corporation could sell as many of the larger ones as it can produce.
Instructions
	Given the information above, determine the best use of these machine hours. (8 Marks)

Part 2. 8 MARKS
Montreal Corporation mass produces a special clip that is used to install the irrigation pipes. Because of a limited supply of the raw material used in the manufacturing process, very few other companies can manufacture this clip. These units normally sell for $3.95 per unit. Montreal Corporation sells about 35,000 of the units each year.

A company in British Columbia that has been unable to secure enough material to produce the volume of units demanded by its customers has offered to pay $2.60 each for 15,000 units. This is just $0.30 above the total variable cost per unit. In addition, to complete production of this special order it would require temporarily adding another shift to the production line, which in turn would increase variable manufacturing costs by $0.30 per unit for the special order. However, because the special order units are going to one company, Montreal Corporation would save in variable selling costs for this special order per unit that would be $0.15 per unit instead of $0.65 per unit.

An Alberta company has also asked for a special order. It is willing to pay $3.20 per unit but only needs 2,000 units. Montreal Corporation could manufacture this order without adding an extra shift and Montreal Corporation would save in variable selling costs for this special order per unit that would be $0.15 per unit instead of $0.65 per unit.

Currently Montreal Corporation has enough raw materials to produce 50,000 units.

Instructions

(a) What are the consequences of Montreal Corporation agreeing to provide the 15,000 units to the B.C. Company? Would this be a wise special order to accept?  Should Montreal Corporation accept the special order from the Alberta Company? (4 Marks)

(b) What would be the consequences if Montreal Corporation accepts either or both special orders and neither Alberta Company nor B. C. Company are willing to accept fewer units than they have asked for? (4 Marks)


QUESTION III. 16 MARKS

During its first year of operations, Kima Corp. experienced the following:
Units manufactured	70,000
Units sold	60,000
Product costs:
Variable Costs	
	Direct materials	$5.00/unit
	Direct labour	3.50/unit
	Variable overhead	2.00/unit
Fixed	$315,000
Selling and Administrative:
Variable	$1.60/unit
Fixed	$140,000

Instructions: Compute the following:
1. What are the total production costs under the throughput costing approach? 2 Marks
2. 	What is the cost of goods sold under absorption costing approach? 3 Marks
3. What is the cost of ending inventory under Variable costing approach? 3 Marks
4. What will be the operating income under the variable costing method as compared to the absorption costing method? 3 Marks
5. What will be the operating income under the absorption costing method as compared to the throughput costing method? 5 Marks


QUESTION IV. 16 MARKS
Part 1. 8 MARKS
Toronto Corporation uses time and material pricing when it bids on drainage projects. Budgeted data for 2011 for installation division are as follows.

Toronto Corporation
Installation Division
Budgeted Costs for Drainage Projects for 2011

Time Charges	   	Material Loading 
      				Charges

Labour wages (5,760 hours) 		     	     $241,920
Supervisor’s salary 							           $ 60,000
Clerical and accountant wages 		         63,360 	     	         	    4,000
Drainage supplies manager 						  	  40,000
Overhead 					         51,840 			  21,000
Total 						     $357,120 		          $125,000

Toronto Corporation desires a $13 profit margin per hour of labour and 15% profit on materials. Materials are transferred in from the manufacturing division. The total estimated invoice cost of materials in 2011 will be $625,000.

Instructions
(a) Calculate the rate per hour of labour. 2 Marks
(b) Calculate the material loading charge percentage. 2 Marks
(c) Toronto Corporation has been asked to quote on a project to upgrade the drainage for a large city multi-use park. The drainage manager estimates that it will take about a month to complete the project and require 480 hours of labour and $80,000 of materials. Calculate the total estimated bid price for the park project. 4 Marks


Part 2. 8 MARKS 
XYZ Corporation produces a simple water control and timer set. To produce these units, the company incurred variable expenses of $2,053,200 and fixed expenses of $683,338. 

During 2011 it sold 696,000 units at an average selling price of $4.22 per unit. This was the combination of selling 346,000 units on the market for $5.50 each, and transferring 350,000 units to the installation division at variable cost. Top management had directed the use of this transfer price. Capacity for this unit was 736,000 units.

Recently, Ryan Smith, the plant manager, was approached by a new customer who offered to pay $5.00 per unit for 60,000 units. Ryan, thinking about his bonus that was based on the department’s operating income, readily accepted the order. Now he had to break the news to Lee Williams, the Service vice-president in charge of installations. In order to fill the new order, Ryan would have to reduce the installation division supplies because he was not prepared to give up the margin he would receive from the outside sales. He suggested that Lee could purchase what he needed on the outside market to cover the difference at $5.50 per unit.

Instructions

(a) If Ryan was to accept the order, what would be the impact on:
	1. the plant, 2 Marks
	2. the installation division, and 2 Marks
	3. the company as a whole? 2 Marks
(b) What do you think would be the best course of action in this situation? Explain. 2 Marks




QUESTION V. 18 MARKS

Gold Company has the following balances at December 31, 2010:  Cash $6,000; accounts receivable $34,000 ($10,000 from November and $24,000 from December); merchandise inventory $40,000; and accounts payable $20,000 (for merchandise purchases only).  Budgeted sales follow:
January	$ 50,000
February	90,000
March	60,000
April	100,000

Other data:
*	Sales are 40% cash, 50% collected during the following month, and 10% collected during the second month after sale.  A 3% cash discount is given on cash sales
*	Cost of goods sold is 40% of sales
*	Merchandise ending inventory must be 140% of the next month’s cost of sales
*	Purchases are paid 70% in month of purchase and 30% in the following month
*	The selling and administrative cost function is:  $6,000 + $0.2 × sales.  This includes $1,000 for depreciation
*	All costs are paid in the month incurred
*	Minimum cash balance requirement is $6,000 and any loans or repayments are made in $1,000 amounts.

Instructions: Answer the following questions 

1. What will be the budgeted cost of merchandise purchases for February? 2 Marks
2. What will be the ending merchandise inventory for March? 2 Marks
3. What will be the cash disbursements for merchandise purchases in March? 3 Marks
4. What will be the ending balance in accounts payable for March? 2 Marks
5. What will be accounts receivable balance at the end of March? 3 Marks
6. What will be Cash receipts for April? 2 Marks
7. What will be the ending cash balance for January? 4 Marks


QUESTION VI. 18 MARKS

 At the end of June the manager of the B.C. manufacturing plant was provided with the following variance analysis report.
	
	Budget
	Actual
	Variance
	Favourable/
Unfavourable

	Production in units
	338,000
	344,475
	6,475
	F

	Production costs:
	
	
	
	

	
	Direct material
	$  557,700
	$  571,484
	$ (13,784)
	U

	
	Direct labour
	1,521,000
	1,572,185
	(51,185)
	U

	
	Variable overhead costs
	126,750
	132,488
	(5,738)
	U

	
	Fixed overhead costs
	195,195
	192,612
	2,583
	F

	Total production costs
	$2,400,645
	$2,468,769
	$(68,124)
	U



The manager immediately called the production supervisor, demanding an explanation for the large unfavourable variance for the quarter. The production supervisor was puzzled. He thought the cost-cutting measures they had incorporated were beginning to work. He certainly wasn’t expecting such a large discrepancy.
The budget that was used to establish the standard rates as follows:

					Volume			Cost
Direct material			1.10 kg per unit		$1.50 per kg
Direct labour				0.25 hour per unit		$18.00 per hour
Predetermined overhead rate:
   Variable				1.00 direct labour hour	$1.50 per hour
   Fixed				1.00 direct labour hour	$2.31 per hour	

Other relevant information:
1. A total of 375,000 kg of direct materials was purchased during the quarter at a cost of $1.58 per kilogram.

2. A total of 361,699 kg of direct materials was used in production to manufacture 344,475 units.

3. Payroll recorded 88,325 direct labour hours at an average cost of $17.80 per hour.

Instructions

Do you agree with the plant manager that the production supervisor performed poorly, as might be indicated by the large unfavourable variance? Explain fully. Include in your response calculations of all production variances for direct materials, direct labour, variable overhead, and fixed overhead.
QUESTION I. 16 MARKS

Part 1: 10 MARKS
(a) (1) What is the company’s break-even point in units and in dollars for this product? 


	Contribution Margin Income Statement for Water Control and Timer
For the Year 2011

	
	
	Unit Cost
	

	Sales (696,000 units)
	$3,480,000
	$5.00
	100%

	Variable expenses
	 2,088,000
	  3.00
	 60%

	Contribution margin
	  1,392,000
	  2.00
	 40%

	Fixed Expenses
	    683,338
	
	

	Operating income from product
	$  708,662
	
	



(1)  Break-even point in units = 341,669 units 
       	
	CM = SP $5 – VC $2,088,000 / 696,000  = $2  0.5 mark
	CMR = $2/$5 = 40% 0.5 mark
	Fixed expenses		 $683,338 ÷ Unit CM  $2 = 341,669 units 1 Mark

       Break-even point in dollars = $1,708,345
       Fixed expenses		 $683,338 ÷ CM ratio	 0.40 = $1,708,345 1 Mark

(2)  Company would have to sell an additional 35,433 Units.
       10% increase in operating income = 0.10 × $708,662= $70,866.20
	        
      Required increase in contribution margin = $$70,866.20
      Required increase in unit sales = $$70,866.20÷ $2 = 35,433 Units 	(rounded) (2 marks)

(3)  The operating income is above the break-even point, so every dollar increases in contribution margin means a dollar increase in income.
	 Since additional sales of 71,090 units will contribute 71,090 × $2 = $142,180 margin, operating income will also increase by $142,180. 
	(2 marks)

(4) DOL = CM / NI =   $1,392,000 / $ 708,662 = 1.96427 1 mark

 	Sales had increased by 10% X $ 708,662 NI X DOL 1.96427  = 	$139,200 	Increased in Net Income  2 marks

Part 2: 6 MARKS
(a) 1.  Total units = 450,000 + 1,687,500 + 112,500 = 2,250,000
             Sprinklers:     	450,000 ÷ 2,250,000 = 20% 0.25 mark
      Valves:  	       	1,687,500 ÷ 2,250,000 = 75% 0.25 mark
      Controllers:      	112,500 ÷ 2,250,000 = 5% 0.25 mark

	   2.
	
	
	Sprinklers
	
	Valves
	
	Controllers

	
	Sale Price
	$27.00
	
	$12.00
	
	$43.00

	
	
	
	
	
	
	

	
	Variable costs
	
	
	
	
	

	
	    Manufacturing
	$14.00
	
	 $ 8.00
	
	$30.00

	
	    Selling & Admin
	3.00
	
	1.00
	
	4.00

	
	Total variable costs
	$17.00
	
	$9.00
	
	$34.00

	
	
	0.25 mark
	
	0.25 mark
	
	0.25 mark

	
	
	Contribution margin
	$10.00
	
	$3.00 
	
	$9.00

	
	
	
	
	
	
	
	


		
	Weighted-Average Unit Contribution Margin


	
	
	Unit CM
	Mix %
	WA Unit CM

	
	Sprinklers
	$10.00
	20%
	0.50 mark $2.00

	
	Valves
	$3.00
	75%
	0.50 mark $2.25

	
	Controllers
	$9.00
	5%
	0.50 mark $0.45

	
	
	
	
	$4.70




(b)    Break-even point in units:  ($900,000 + $1,450,000) ÷ $4.70 = 500,000 units (1.5 mark)

	Sprinklers 500,000 X 20% =
	0.50 mark 100,000

	 Valves 500,000 X 75% =
	0.50 mark 375,000

	Controllers 500,000 X 5% =
	0.50 mark 25,000


Units
Units
 Units 

QUESTION II. 16 MARKS

Part 1: 8 MARKS

First determine the contribution margin per minute for both products:

	
	
	Small
	
	Large

	Selling Price
	$149.00 
	
	  $249.00 

	Variable costs
	   89.00 
	
	  159.00 

	CM per unit 
	0.5 Mark $60.00 
	
	 0.50 Mark $90.00 

	
	
	
	
	

	Machine min per unit
	 20
	
	   90

	CM per machine minute
	$3.00
	
	$ 1.00

	
	
	 1 Mark
	
	     1 Mark



Montreal Corporation should focus their efforts on the small sets because they receive $3.00 more per machine minute from small sets greater than from the large sets $1.00.  

Machine time available in minutes:  
            16 hours/day × 60 minutes/hour × 30 days = 28,800 minutes 1 Mark

Montreal Corporation will produce only what they can sell: 675 small sets which take 13,500 (675 × 20) machine minutes.  1 Mark

The remaining 15,300 minutes (28,800 – 13,500) 1 Mark
 will be used to produce 170 (15,300 ÷ 90) large sets.  2 Mark

Part 2: 8 MARKS

(a) Contribution margin per unit would be $0.50 for B.C. Company 
Price				$2.60 0.25 Mark
VC				$2.30 0.25 Mark
Additional VC		$0.30 0.25 Mark
Saving S &A		$0.50 0.25 Mark
CM				$0.50

Montreal Corporation would increase its profits by $7,500 (15,000 × $0.5).	 .5 Mark

 	Alberta offer contribution margin per unit would be $1.40 
Price				$3.20 0.25 Mark
VC				$2.30 0.25 Mark
Saving S &A		$0.50 0.25 Mark
CM				$1.40

	Montreal Corporation would increase profits by $2,800 (2,000 X 1.40). .5 Mark
	This special order would produce less profit, therefore should be rejected and accepting British Colombia.  1.25 Mark

 (b) Montreal Corporation cannot accept both special orders without replacing 2,000 units from the regular sales because they are limited by their raw materials to producing a total of 50,000 units 1 Mark

If we replacing 2,000 units of the regular sales to meet Alberta order
Net profit would be lower by $500 as follows:

Regular CM = SP 	$3.95 0.50 Mark
		 – VC 	$2.30 0.50 Mark
				$1.65 which is more than Alberta contribution margin per unit 		$1.40 0.50 Mark
 				$0.25 Total profit would be decreased by 
				($.25X2,000) = $500 0.50 Mark
The company should reject Alberta’s orders based on the incremental analysis. 1 Mark
QUESTION III. 16 MARKS
	Cost per unit 	Ab		VC		Thro
	DM			$5.00		$5.00		$5.00
	DL			$3.50		$3.50		----
	VOH			$2.00		$2.00		----
	FOH			$4.50		------		-----
Cost Per Unit	$15		$10.50	$5.00

1. What are the total product costs under the throughput costing approach? 2 Marks
			Production Costs = DM $5 X 70,000 = $350,000
2. What is the cost of goods sold under the absorption costing approach? 3 Marks
				COGS = $15 X 60,000 = $900,000
3. What is the cost of ending inventory under the variable costing approach? 3 Marks
			EI = $10.50 X 10,000 = $105,000
4. What will be the operating income under the variable costing method as compared to the absorption costing method? 3 Marks 
Operating income will be lower under VC by FC per unit X 10,000 increased in INV =  $4.50 x 10,000 = $45,000
5. What will be the operating income under the absorption costing method as compared to the throughput costing method? 5 Marks
Operating income will be higher under Absorption by (DL + VOH + FOH) per unit $10 X 10,000 increased in inventory = $100,000

QUESTION IV. 16

Part 1: 8 MARKS

	(a)
	Labour rate per hour:
	
	

	
	   Total labour costs
	$357,120 
	

	
	    Total number of hours
	      5,760 
	

	
	
	1 Mark $62 
	

	
	   Plus:  margin on labour
	1 Mark 13 
	

	
	Rate charged per labour hour
	$75 
	




	(b)
	Material loading charge:
	

	
	   Total loading costs
	   $125,000 ÷

	
	    Invoice cost for materials
	$625,000 

	
	    
	1 Mark 20.00%

	
	   Plus:  profit margin
	1 Mark 15.00%

	
	Material loading percentage
	35.00%




(c)    
Toronto Corporation
Time and Materials Price Quote for 
Multi-use City Park


	Labour (480 hours × $75.00) 1.5 Mark
	
	
	  $36,000

	Material charges:
	
	
	

	     Invoice cost of materials1 Mark
	$80,000
	
	

	     Material loading charge   (35%X$80,000) 1.5 Mark
	  28,000
	
	  108,000

	Total bid price for city park
	
	
	$144,000



Part 2: 8 MARKS

	
	(1)
	Selling price
	 $5.00 

	
	
	Less:  variable cost  ($2,053,200 ÷ 696,000 units)
	   2.95 

	
	
	 Per unit CM1 Mark
	 $2.05 


The contribution margin that Ryan receives from the transfer of 350,000 units to the installation division is zero, so by selling to the outside customer he would be increasing his department income by 1 Mark $123,000 ($2.05 × 60,000 units) as a result of reducing the installation division order by 20,000 units. 
	
	(2)
	Purchase price (market)
	    5.50 

	
	
	Less:  internal transfer price cost
	    2.95 

	
	
	Difference1 Mark
	    2.55 


On the other hand, the installation division would show a decrease in operating income because they would be paying $5.50 each for units that previously were being transferred for $2.95.  This would be an extra cost of 1 Mark $51,000 ($2.55 x 20,000 units).

	
	(3)
	Increase from outside sale (60,000 units)
	$123,000 

	
	
	Decrease from outside purchase
	       51,000 

	
	
	Difference2 Mark
	$72,000 


If Ryan were to accept the offer, XYZ Corporation would increase the operating income by $72,000.  
(b)  If managers are compensated based on operating income, they should have authority to make their own decisions about what prices to sell for their products and who they sell to.  In this case, it appears that Ryan did not have a choice.  It might be wise for him to consider approaching top management to see if they could allow him to negotiate a price with Lee so they will both benefit from the internal transfer.  Currently it is not profitable for Lee to purchase his supplies on the market so that Ryan can sell at the higher price. 2 Mark 

QUESTION V-18 MARKS
1. 	J			F			M		A
			$50,000		$90,000		$60,000	$100,000
			40%			40%			40%		40%	
			$20,000		$36,000		$24,000	40,000
	EI 140%	$50,400		$33,600		$56,000
			$70,400		$69,600		$80,000
	BI		$40,000		$50,400		$33,600
	Purchase	$30,400		$19,200		$46,400
1. What will be the budgeted cost of merchandise purchases for February? 2 Marks $90,000 X 40% = $36,000
2. What will be the merchandise inventory balance on March 31? 
2 Marks  140% X $40,000 = $56,000
3. What will be the cash disbursements in March for merchandise purchases? 3 Marks  as follows
$19,200  X .3 1.5 Mark + $46,400 x .7 1.5 Mark = $38,240
4. What will be the balance in accounts payable on March 31? 2 Marks
$46,400 x .3 = $13,920
5. What will be the accounts receivable balance on March 31? 3 Marks  as follows
$60,000 X .6 1.5 Mark +  $90,000 X .1 1.5 Mark = $45,000
6. What will be cash receipts for April? 2 Marks  as follows
$100,000 X .4 X .97 1 Mark + $60,000 X .5 0.5 Mark + $90,000 X .1 0.5 Mark = $77,800
7. What will be the cash balance on January 31? 4 Marks  as follows
BB 							$  6,000 0.25 Mark
AR ($10,000Nov + $20,000) 		$30,000 1 Mark
Cash sales ($50,000 X40%X.97)		$19,400 0.50 Mark
Total receipts = 					$55,400 
AP 							$20,000 0.25 Mark
Payment for purchase 70% 		$21,2800.50 Mark
S & AD ($6,000 + .2X50,000 -$1,000)	$15,000 1 Mark
Total payment					$56,280
Deficit 						($    880)
Borrow 						$   7,000   0.50 Mark
Ending Balance					$   6,120
Therefore, the company should borrow $7,000 and will have an ending balance in January of $6,120.  

QUESTION VI. 18 MARKS
	 Direct Material
	Material Price Variance

	
	Actual Quantity Purchase
	×
	Actual Price
	–
	Actual Quantity Purchase
	×
	Standard Price
	

	Direct Material
	
	
	
	
	
	
	
	

	     Purchases (kg)
	 (375,000 
	×
	$1.58)
	–
	 (375,000 
	×
	$1.50)
	

	
	$592,500
	–
	$562,500
	

	
	
	
	 375,000 
	 
	 X $0.08
	
	
	

	
	
	
	$30,000 1.5 Mark
	
	
	

	
	
	
	Unfavourable
	
	
	



	
	Material Quantity Variance

	
	Actual Quantity used
	×
	Standard Price
	–
	Standard Quantity allow*
	×
	Standard Price
	

	Direct Material
	
	
	
	
	
	
	
	

	     Usage (kg)
	 (361,699 
	×
	$1.50)
	–
	(378,923 
	×
	$1.50)
	

	
	$542,549
	–
	$568,385
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$25,836 F 1.5 Mark
	
	
	



*Standard quantity = Actual units produced × material allowed per unit
			                                 = (344,475 × 1.1 kg per unit)

 
	
	Labour Price Variance

	
	Actual Hours
	×
	Actual Rate
	–
	Actual Hours
	×
	Standard Rate
	

	Direct Labour
	
	
	
	
	
	
	
	

	     
	  (88,325
	×
	$17.80)
	–
	  (88,325
	×
	$18.00)
	

	
	$1,572,185
	–
	$1,589,850
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$17,665 F 1.5 Mark
	
	
	

	
	
	
	
	
	
	



	
	


Labour Quantity Variance

	
	Actual Quantity
	×
	Standard Price
	–
	Standard Quantity*
	×
	Standard Price
	

	Direct Labour
	
	
	
	
	
	
	
	

	
	 (88,325
	×
	$18.00)
	–
	 (86,119
	×
	$18.00)
	

	
	$1,589,850
	–
	$1,550,142
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$39,708U 1.5 Mark
	
	
	



*Standard quantity = Actual units produced × labour hours allowed per unit
			                                 = (344,475 × 0.25 hours per unit)
                                 = 86,119 (rounded)



	
	
Variable overhead Spending Variance

	
	Actual Costs
	
	
	–
	Actual Hours
	×
	Standard Rate
	

	VOH
	
	
	
	
	
	
	
	

	     
	
	
	
	–
	  (88,325
	×
	$1.50)
	

	
	$132,488
	–
	$132,488
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$0 1.5 Mark
	
	
	

	
	
	
	
	
	
	



	
	Variable overhead Efficiency Variance

	
	Actual Quantity
	×
	Standard Price
	–
	Standard Quantity*
	×
	Standard Price
	

	
	
	
	
	
	
	
	
	

	
	 (88,325
	×
	$1.50)
	–
	 (86,119
	×
	$1.50)
	

	
	$132,488
	–
	$129,178
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$3,310 U 1.5 Mark
	
	
	



*Standard quantity = Actual units produced × labour hours allowed per unit
			= (344,475 × 0.25 hours per unit)    = 86,119 (rounded)

	
	
Fixed overhead Spending Variance

	
	Actual
	
	
	–
	Master Budget
	
	
	

	FOH
	
	
	
	
	
	
	
	

	
	
	
	
	–
	  (338,000 
	×
	0.25 X $2.31)
	

	
	$192,612
	–
	$195,195
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$2,583 F 2 Marks
	
	
	

	

	Fixed overhead Production Volume Variance

	
	Standard Quantity
	×
	Standard Price
	–
	Standard Quantity*
	×
	Standard Price
	

	
	
	
	
	
	
	
	
	

	
	 (84,500
	×
	$2.31)
	–
	 (86,119
	×
	$2.31)
	

	
	$195,195
	–
	$198,935
	

	
	
	
	 
	 
	 
	
	
	

	
	
	
	$3,740 F 2 Marks
	
	
	


*Standard quantity = Actual units produced × labour hours allowed  = (344,475 × 0.25 hours per unit)   = 86,119 (rounded)

Explanations why the production supervisor was puzzled 
· Variance analysis must be calculated based on the flexible budget for 1 Mark 344,475 units not on the master budget for 338,000 units as follows:

		Variance		Total
DM  	PV	$30,000U
	QV	$25,836F		$ 4,164U 0.50 Marks

DL	RV	$17,665F
	QV	$39,708U		$22,043U 0.50 Marks

VOH	SPV	$0
	EV	$3,310U		$ 3,310U 0.50 Marks

FOH	SPV	$ 2,583F
	PVV	$ 3,740F		$ 6,323F 0.50 Marks
Total		FBV			$23,194U

Interpretation:
	2 Mark Labour quantity variance $39,708U is responsible for the overall unfavourable variance of $23,194. Therefore, the actual labour hours used should be investigated.
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