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SELECT THE BEST ANSWER 1.5 MARKS EACH
1. If there are no income taxes, the contribution margin would be equal to: 
a. sales minus fixed expenses
b. net income plus fixed expenses
c. sales minus net income
d. sales minus variable manufacturing costs
e. none of the above 

2. In a given break‑even analysis, accountants usually assume that: 
a. volume is the only relevant factor affecting cost 
b. selling prices are to be unchanged 
c. all costs may be divided into fixed and variable elements
d. sales mix is to be unchanged 
e. all of the above 

3. Contribution margin is equal to sales minus: 
a. all manufacturing costs of goods sold 
b. all variable selling and administrative expenses 
c. variable manufacturing costs of goods sold
d. variable manufacturing costs of goods manufactured
e. none of the above

4. Increased labour rates for McDermott Company caused an increase in the variable costs per product unit.  As a result: 
a. the contribution margin increased  
b. the break‑even point decreased 
c. the contribution margin is to be unchanged 
d. sales price must be changed
e. none of the above

5. The X Company produced in one month 20,000 units at a total variable cost of $16,000. If 25,000 units are produced in the following month, and assuming no other changes, the variable costs would be: 
a. $16,000 total                
b. $0.80 per unit 
c. $24,000 total                
d. $1.00 per unit
e. none of the above





6. Total fixed costs are $240,000 when 40,000 units are produced. Compute the fixed costs when 50,000 units are produced, assuming no other changes: 
a. $300,000 total             
b. $200,000 total
c. $4.80 per unit    
d. $6.00 per unit 
e. None of the above

7. If variable costs increase by 10%, and management increases its billing rate by 8%, what is the effect on the breakeven point, in billable hours?
a. It increases the breakeven point.
b. The breakeven point will not change.
c. It decreases the breakeven point.
d. Total fixed costs should be known
e. None of the above.

8. If variable costs increase by 10%, and management increases its billing rate by 10%, what is the effect on the breakeven point, billable dollars?
a. It increases the breakeven point.
b. The breakeven point will not change.
c. It decreases the breakeven point.
d. Total fixed costs should be known
e. None of the above.

9. The XYZ Co. has the following unit and mix data:
          	Products                        		X-210      	Y-350        	Total
          	Unit sales price	           	$100.00    	$80.00
          	Unit contribution margin	    15.00     	  24.00
          	Sales mix in ($)	       80%    	    20%
          	Fixed costs                                     		$99,000
          	Desired income before taxes @ tax rate 40%               	   24,750

		How many units of Y-350's have to be sold at the breakeven point?
a. 3,750		
b. 1,375
c. 1,875			     
d. 2,750
e. None of the above

10. The XYZ Co. has the following product units and mix data:
          	Products                        		X-210      	Y-350        	Total
          	Unit sales price	           	$100.00    	$80.00
          	Unit contribution margin	    15.00     	  24.00
          	Sales mix in units	       80%    	    20%
          	Fixed costs                                     		$168,000
          	Desired income before taxes @ tax rate 40%                      	     33,600

	How many units of X-210’s have to be sold at the desired income before taxes?

a. 8,000			     
b. 9,600
c. 10,000			     
d. 12,000
e. None of the above

	Use the following information to calculate and answer questions 11 TO 12. 

	Clark, Inc. makes 3 products, A, B, and C. Clark only has 160 machine hours available 	each week. Contribution margin, machine hour requirements, and weekly customer 	demand information is as follows:
		A	B	C
	Contribution margin per unit	$8	$4	$7
	Machine hours required per unit	0.8	0.1	0.2
	Weekly customer demand 	50	600	200
11. How many units of each product should be produced?

	a.	600 Bs, 200 Cs, and 50As
	b.	600 Bs, 100 Cs, and 50As
	c.	500 Bs, 200 Cs, and 50As
	d.	600 Bs, 200 Cs, and 0As
	e.	None of the above
12. What is the maximum amount that Clark would be willing to pay, above the normal cost, 	for one more machine hour per week?

	a.	$10.00
	b.	$0
	c.	$35.00
	d.	$40.00
	e.	None of the above

	Use the following information to calculate and answer the next 2 questions. 
	The Machining Division has a capacity of 2,000 units.  Its sales and cost data are:
	Selling price per unit		$100
	Variable manufacturing costs per unit		$25
	Variable administrative costs per unit		$15
	Total fixed manufacturing overhead		$20,000
	Total fixed administrative costs		$5,000



13. The Machining Division is currently selling 1,800 units to outside customers, and the
Assembly Division wants to purchase 300 units from Machining.  If the transaction takes place, the variable administrative costs per unit on the units transferred to Assembly will be $10/unit, not $15/unit.  What should be the transfer price?

	a.	$73.67
	b.	$60.00
	c.	$55.00
	d.	$100.00
e.	None of the above
14. If the Assembly Division is currently buying from an outside supplier at $98 per unit, what will be the effect on overall company profits if internal sales take place at the optimum transfer price?

	a.	$7,000 increase				b.	$7,300 increase
	c.	$600 increase				d.	$2,900 increase
	e.	None of the above
	
	Use the following information to calculate and answer the next 2 questions. 
	The National Division of Roboto Company is buying 10,000 widgets from an outside 	supplier at $45 per unit. Roboto’s Overseas Division, which is producing and selling at 	full capacity (12,000 units), has the following sales and cost structure:
	Sales price per unit		$47.00
	Variable cost per unit		  22.50
		Fixed cost (at capacity) per unit	  15.00
15. If the National Division buys its 10,000 widgets from the Overseas Division, the transfer price should be
	a.	$37.50				b.	$23.50
	c.	$48.00				d.	$47.00 	e. None of the above

16. If the Overseas Division meets the outside supplier’s price and sells the 10,000 widgets to National, the effect on overall company profits will be
	a.	$75,000 higher		b.	$75,000 lower		c.	$20,000 lower	
	d.	$225.000 lower		e.	None of the above
	










	Use the following information to calculate and answer the next 4 questions. 
	Teresa’s Taco Co. had the following results during the most recent year: Sales $750,000; 	Residual income $15,000; total asset (investment) turnover 5; and a required rate of 	return of 10%.
17. The total assets were
	a.	$150,000			b.	$75,000		c.	$170,000	
	d.	$200,000			e.	None of the above

	
18. The operating (pretax) income was
	a.	$30,000			b.	$192,500		c.	$35,000
d.	$16,250			e.	None of the above
	
19. The return on assets was
	a.	20%			b.	21.67%			c.	15.25%
	d.	17.5%			e.	None of the above
20. The profit margin was
	a.	7%				b.	4%			c.	7.5%
	d.	3.25%			e.	None of the above


QUESTION II. 17.5 MARKS

PART-A.7 MARKS

H LTd has been making a part for its end product for years. The unit cost of producing 10,000 units last year was as follows:

Direct material		$2.10
Direct labour					4.60
Supervision salary (avoidable, fixed)					3.60
Depreciation		  			1.80
Variable factory overhead				  	1.30
Other allocated fixed factory overhead		  			2.25

The company has received an offer to supply their annual requirements from a Korean company at $12 per unit. If the offer is accepted, the machinery will be scrapped.

Required:
1.	If the company needs the same number of parts as last year, should they make or buy the part? 3 .5 MARKS

2.	At what level of production would the company be indifferent between making and buying? 3 .5 MARKS

SOLUTION	


1.  Relevant costs:	DM		$2.10 
	DL		  4.60 
	VFOH	  	  1.30 
	Supv.		  3.60 
Total cost per unit    			$11.60/ based on 10,000 units
Cost to buy             	 		  12.00 
Loss from buying         	   		  $0.40 X 10,000 = $4,000 

They should continue to make the parts. 

2. Let X = No. of units at indifference points

    Then 12X = ($3.60 Supv fixed X 10,000) + (11.60  - 3.60) X = 4X = 36,000 

=		X = 9,000 Units 




PART-B 10.50 MARKS
Variable Products Co. produces 3 products from a $4,500 joint process. These products can be processed further to form another set of 3 products.  There are markets for all of the products. Data for the current period are:
     
At Separation       	Additional     		      After Processing
Products         Sales Value                Costs    	Products        Sales Value
A           	$2,750              $2,450               X             	   $5,450

B            	     650                   900               Y            	      1,350

C           	   3,600                3,800               Z            	      7,600
     
Instructions: 1.75 Marks Each

1. What is the net income if the best product mix is chosen?

2. If there was no market for B at the split‑off point, should it be processed further?

3. If an A could be processed directly, at no cost, into a C, at what opportunity cost should A be valued for purposes of making this decision?

4. Referring to question 3 above, should A be processed into C?  Why or why not?

5. Assume that C can be processed directly into an X. If the firm is not to be any worse off as a result, the cost of processing should not exceed how much?

6. Assume that A can be processed into Z at a cost of $5,250. If the sales value of Z is stable, to what level would the price of X have to fall before the firm is justified in taking this course of action?

SOLUTION  

1. ($5,450 + 650 + 7,600) ‑ (2,450 + 3,800) ‑ $4,500 = $2,950

2. Yes, because incremental revenue $1,350 and incremental costs are only $700.

3. The contribution margin of it’s alternative use should be used ($5,450 ‑ $2,450) = $3,000.  This is the amount that would be earned if it was converted to X.
 
4. YES. Because the opportunity cost of $3,000 is less than C's sales value of $3,600.  
 
5. $5,450 - PC = 7,600 – 3,800 = $1,650

6. PR - $2,450 = 7,600 – $5,250 = $4,800


QUESTION III. 17.5 MARKS

	CFO of Current Designs Corporation retrieved the following information with respect to the top-selling of rotomolded kayaks product line from the income statements for the last two years. During these two years it produced 3,000 units in first year and 2,400 in the second year, while sales were 2,400 units in the first year and 2,700 in the second year. Variable production costs were $570 per unit during both years (direct materials $200, direct labour $175, and variable overhead $195). The company uses Last-in, first-out (LIFO) for inventory costing. The absorption costing comparative income statements for these 2 years were:
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Instructions
a. Using the information provided prepare condensed, two-year comparative income 	statements using the variable costing method. Reconcile the variable costing 	income with the absorption costing income.
b. Assume that Current Designs uses a normal costing method. The company had 	budgeted 3,200 units of production for each of the two years. Prepare condensed, 	two-year comparative income statements using the Normal costing method. 	Reconcile the variable costing income with the normal costing income statements.
c. Using the information provided above prepare condensed, two-year comparative 	income statements using the throughput costing method. Reconcile the normal 	costing income statements with the throughput costing income statements.  
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Reconcile the variable costing income with the absorption costing income.

YEAR-1
EI INCREASE BY 600 UNITS X FMC PER UNIT $230 =$138,000 IS GREATER NET INCOME FOR ABSORPTION COSTING THAN VARIABLE COSTING = NI FOR VARIABLE $72,000 + $138,000 = NI FOR ABSORPTION COSTING = $210,000.

YEAR-2							
EI DECREASED BY 300 UNITS X FMC PER UNIT $230 =$69,000 IS LESS NET INCOME FOR ABSORPTION COSTING THAN VARIABLE COSTING = NI FOR VARIABLE $171,000 - $69,000 = NI FOR ABSORPTION COSTING = $102,000.
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Reconcile the variable costing income with the normal costing income.
			
YEAR-1							
EI INCREASE BY 600 UNITS X FMC PER UNIT $215.625 =$129,375 IS GREATER NET INCOME FOR NORMAL COSTING THAN VARIABLE COSTING = NI FOR NORMAL $201,375 - $129,375 = NI FOR VARIABLE COSTING = $72,000.							
							
YEAR-2							
EI DECREASED BY 300 UNITS X FMC PER UNIT $215.625 =$64,687.50 IS LESS NET INCOME FOR NORMAL COSTING THAN VARIABLE COSTING = NI FOR VARIABLE $171,000 - $64,687.50 = NI FOR NORMAL COSTING = $106,312.50
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Reconcile the normal costing income with the throughput costing income.							
							
YEAR-1							
EI INCREASE BY 600 UNITS X DL/VOH/FOH MC PER UNIT ($585.625) =$351,375 IS GREATER NET INCOME FOR NORMAL COSTING THAN THROUGHPUT COSTING = NI FOR NORMAL $201,375 - 351,375 = NI FOR THROUGHPUT COSTING = ($150,000) LOSS							
							
YEAR-2							
EI DECREASED BY 300 UNITS X DL/VOH/FOH MC PER UNIT ($585.625) =$175,687.50 IS LESS NET INCOME FOR NORMAL COSTING THAN THROUGHPUT COSTING = NI FOR THROUGHPUT $282,000 - $175,687.50 = NI FOR NORMAL COSTING = $106,312.50																							
	

QUESTION IV. 17.5 POINTS

Celery Ltd. provides you with following information for budget purposes for 2014:

	January	February	March	April
Sales (@ $50 per unit)	$50,000	$60,000	$70,000	$30,000


Sales are 60% for cash and 40% on account. Sixty-percent of the credit sales are collected in the month of the sale, and the remainder are collected in the month after the sale.

It takes 2 Kg of direct material to produce one finished unit. Direct materials cost $7 per Kg.  All direct materials purchases are on account, and are paid as follows: 30% in the month of the purchase, and the remainder in the following month. Ending direct materials inventory for each month is 30% of the next month’s production needs.  Conversion costs are $15 per finished unit, and are paid in the month incurred. Assume there are no finished goods or work-in-process inventories at the end of a month.

Fixed selling and administrative costs are $5,000 per month. This amount includes $500 for depreciation and amortization. 

Variable selling and administrative costs are 10% of sales.

Selling and administrative costs are paid in the month that they are incurred.

A dividend of $2,000 will be paid in January. Capital expenditures, in cash, will be $29,000 in March. 

January’s actual beginning direct materials inventory was 1,000 Kg @  $6.90. Accounts receivable, Merchandise inventory and Accounts payable each had nil (zero) balances on December 31, 2013. Cash balance on December 31, 2013 was $5,000; this also represents the minimum cash balance that Celery must maintain at the end of each month. Borrowing is made in multiples of $500. Borrowed funds, along with interest, are repaid at the end of the year only.


Instructions

	Prepare in proper form a monthly cash budget for the quarter ending March 31, 2014. 	Your cash budget should therefore show four columns of budget data, i.e., data for each 	month and the quarter as a whole. Present details of all calculations very clearly so that 	your work can be followed easily.





Solution -- Celery Ltd. -- revised Apr. 18, 2014		 (17.5 marks)
.

Schedule of direct materials purchases for First Quarter, 2014:

	
	
	     January
	    February
	 March

	Units to be produced 1
	     1,000 
	   1,200 
	    1,400 

	Direct materials per unit in kg.
	2.0
	2.0
	2.0

	Kg. of raw material required
	       2,000 
	     2,400 
	    2,800 

	
	Plus:  ending inventory 2, 3
	       720 
	     840 
	    360 

	Direct materials required
	       2,720 
	     3,240 
	    3,160 

	
	Less:  beginning inventory
	       1,000 
	     720 
	    840 

	Direct materials to be purchased (kg.)
	       1,720 
	     2,520 
	    2,320 

	
	
	
	
	

	Direct material cost per kg.
	$7.00
	$7.00
	$7.00

	Cost of raw material purchases
	$12,040
	$17,640
	  $16,240

	
	
	
	
	


 
1    Sales revenue / $50. Units produced are equal to units sold because there is no change in finished goods inventory levels from month to month.

2,3  Ending inventory of direct materials is 30% of the following month's production needs. For March calculation is:  600 sales units × 2 × 30%



Celery Ltd.
Monthly Cash Budget
For the First Quarter of 2014 
		
	
	January
	
	  Feb.
	
	March
	
	Total

	
Beginning cash balance
	
$5,000
	
	
$16,888
	
	
$33,068
	
	
$5,000

	Plus:  receipts
	
	
	
	
	
	
	

	   
	
	
	
	
	
	
	

	   Cash sales 1 
	30,000
	
	36,000
	
	42,000
	
	108,000

	   Credit sales — Jan. 2
	12,000
	
	8,000
	
	
	
	20,000

	   Credit sales — Feb. 3
	
	
	14,400
	
	9,600
	
	24,000

	   Credit sales — Mar. 4
	
	
	
	
	16,800
	
	16,800

	Total cash receipts
	42,000
	
	58,400
	
	68,400
	
	168,800

	Total cash available
	47,000
	
	75,288
	
	101,468
	
	173,800

	Less:  disbursements
	
	
	
	
	
	
	

	  Material purchases 5
	3,612
	
	13,720
	
	17,220
	
	34,552

	  Conversion costs 6
	15,000
	
	18,000
	
	21,000
	
	54,000

	  Sel'g & admin - fixed 7
	4,500
	
	4,500
	
	4,500
	
	13,500

	  Sel'g & admin -- var. 8
	5,000
	
	6,000
	
	7,000
	
	18,000

	
	
	
	
	
	
	
	

	  Dividend payment
	2,000
	
	
	
	
	
	2,000

	
	
	
	
	
	
	
	

	  Capital expenditures
	
	
	
	
	29,000
	
	29,000

	
	
	
	
	
	
	
	

	Total disbursements
	30,112
	
	42,220
	
	78,720
	
	151,052

	
	
	
	
	
	
	
	

	Excess (deficiency) 
	     16,888
	
	33,068
	
	22,748
	
	22,748

	Financing:
	
	
	
	
	
	
	

	   Borrowing
	
	
	
	
	
	
	

	   Less: Repayment
	
	
	
	
	
	
	

	   
	
	
	
	
	
	
	

	Total financing
	
	
	
	
	
	
	

	
Ending cash balance
	
$16,888
	
	
$33,068
	
	
$22,748
	
	
$22,748







1 January: $50,000 x 60% = $30,000

February: $60,000 x 60% = $36,000

March: $70,000 x 60% = $42,000

2 $50,000 x 40% x 60% = $12,000 (Jan.); $50,000 x 40% x 40% = $8,000 (Feb.) 

3 $60,000 x 40% x 60% = $14,400 (Feb.); $60,000 x 40% x 40% = $9,600 (Mar.)

4 $70,000 x 40% x 60% = $16,800 (Mar.) 

5 Jan.	$0 + .30 x $12,040 = $3,612

Feb.	.70 x $12,040 + .30 x $17,640 = $8,428 + $5,292 = $13,720

Mar.	.70 x $17,640 + .30 x $16,240 = $12,348 + $4,872 = $17,220

6 Finished units each month @ $15.

7 $5,000 - $500 = $4,500.

8 Monthly sales x 10%.







QUESTION V. 17.5 POINTS

Asparagus Ltd., a successful Canadian company, is able to buy a new type of biodegradable plastic at a fixed price of $150 per roll. The plastic is then cut and sealed to make dry cleaning bags. Fixed factory overhead is estimated to be $506,000 per year. During this past year, 19,800 cartons of dry cleaning bags were actually produced; this represents 90% of the denominator activity level. The following information is also available:

	Rolls of plastic used
	60,000

	Variable overhead incurred
	$200,000

	Rolls of plastic price variance
	$0

	Direct labour efficiency variance
	$9,630  U

	Fixed overhead spending (budget) variance 
	$5,000 F

	Standard costs per carton of dry cleaning bags:

	Labour costs @ $18 per hour
	$27

	Rolls of plastic
	3 rolls

	Total overhead
	$32

	
	



Instructions: Compute the following: 

1. Total Standard direct labour hours allowed for cartons produced.


2. Total actual number of direct labour hours incurred. 

 	
3. Total costs of fixed overhead applied. 


4. Total fixed overhead volume variance.


5. Total overhead efficiency variance.


6. Total variable overhead spending variance.








Solution -- Asparagus Ltd.

Instructions
Compute the following: 

1.Total Standard direct labour hours allowed for cartons produced.

SDLHRS per unit = $27/ $18 = 1.5 DLHRS X units produced 19,800 = 

29,700 DLHRS

2.Total actual number of direct labour hours incurred. 

(AH - SH) x SDLR = $9,630 U (DL efficiency variance) 

	(AH- 29,700) x $18 = $9,630 U 

	AH = 30,235 
 	
3.Total costs of fixed overhead applied. 

Budgeted FC per unit = TFC / Denom. Activity = $506,000 / (19,800/.90) =

$506,000 / 22,000 units =

$23 per unit,

or, $506,000 / [(19,800/.90) x 1.5] per DLHR =  $15.3333  per DLHR  

Fixed overhead applied = 29,700 x $15.3333 = $455,400 (rounded) 
	


4.Total fixed overhead volume variance.

		29,700 DLHRS applied – Normal DLHRS (22,000 x 1.5) = 

3,300 X $15.3333 =

$50,600 U 







5.Total overhead efficiency variance.

		VOH rate = TOH – TFOH = $32 - $23 = $9 per unit, or $9/1.5 =$6 per DLHR
 
	(AH - SH) x SVOR = VOH efficiency variance

(30,235 DLHRS - 29,700 DLHRS) = 535 DLHRS X $6 =

 $3,210 U 


6.Total variable overhead spending variance.

	VOH applied = 29,700 DLHRS X $6 = $178,200 + $3,210 see (5) above  =

 $181,410 – VOH incurred $200,000 (given) = 

 $18,590 U 



For info (5) and (6):

AH x AR

30,235 x $200,000/30,235 = 30,235 x $6.61485 = $200,000


AH x SR

30,235 x $6 = $181,410


SH x SR

29,700 x $6 = $178,200






				
Solution -- COMM 305 & ACCO 240 FINAL EXAM                                                                       

image3.emf
NORMAL COSTING

YEAR-1 YEAR-2

SALES $2,280,000.00 $2,565,000.00

LESS CGS

BI $0.00 $471,375.00

PRODUCT COSTS

(3,000 X $785.625) $2,356,875.00 $1,885,500.00

LESS EI $471,375.00 $235,687.50

$1,885,500.00 $2,121,187.50

GP $394,500.00 $443,812.50

LESS UN VOLUME 200 X $ 215.625 $43,125.00 $172,500.00

LESS OP EX

VARIABLE $120,000.00 $135,000.00

FIXED $30,000.00 $150,000.00 $30,000.00 $165,000.00

OI $201,375.00 $106,312.50
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THROUGHPUT COSTING

YEAR-1 YEAR-2

SALES $2,280,000.00 $2,565,000.00

LESS CGS

BI $0.00 $120,000.00

PRODUCT COSTS

(3,000 X $200) $600,000.00 $480,000.00

LESS EI $120,000.00 $60,000.00

$480,000.00 $540,000.00

THROUGHPUT CM $1,800,000.00 $2,025,000.00

LESS OTHER OP COSTS

DL COSTS  $525,000.00 $420,000.00

VARIABLE OH $585,000.00 $468,000.00

VARIABLE OP EX $120,000.00 $135,000.00

FIXED OH $690,000.00 $690,000.00

FIXED OP $30,000.00 $1,950,000.00 $30,000.00 $1,743,000.00

OI -$150,000.00 $282,000.00
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YEAR 1 YEAR 2

Sales                          $2,280,000                          $2,565,000

Less cost of goods sold:

     Beginning inventory $0 $480,000

     Product costs $2,400,000 $2,058,000

     Ending inventory -$480,000 $1,920,000 -$240,000 $2,298,000

Gross profit $360,000 $267,000

    Less operating expenses(S&A):

        Variable $120,000 $135,000

       Fixed $30,000 $150,000 $30,000 $165,000

Operating income $210,000 $102,000
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VARABLE COSTING

YEAR-1 YEAR-2

SALES $2,280,000.00 $2,565,000.00

LESS CGS

BI $0.00 $342,000.00

PRODUCT COSTS

(3,000 X $570) $1,710,000.00 $1,368,000.00

LESS EI $342,000.00 $171,000.00

$1,368,000.00 $1,539,000.00

PLUS V S & AD $120,000.00 $135,000.00

TVC $1,488,000.00 $1,674,000.00

CM $792,000.00 $891,000.00

LESS FIXED MC $690,000.00 $690,000.00

LESS FIXED OP EX $30,000.00 $30,000.00

TFC $720,000.00 $720,000.00

OPERATING INCOME $72,000.00 $171,000.00


