Winter 2008

QUESTION I. 15 POINTS
MULTIPLE CHOICES:  Choose the best answer.
1. Indirect labour is considered a part of which of the following costs?

	
	a) Product cost
b) Prime cost
c) Period cost
d) Nonmanufacturing cost
e) All of the above.


2. Which beginning and ending inventories appear on a cost of goods manufactured schedule?

	a) 
	a) Raw materials only
b) Raw materials and work in process
c) Raw materials, work in process, and finished goods
d) Work in process only
e) Work in process, and finished goods.


3. At the end of the year, Manufacturing Overhead has been over-applied. What occurred to create this situation?
	a) 
	a) The company incurred more manufacturing overhead costs than the manufacturing overhead assigned to jobs.
b) Estimated manufacturing overhead was less than actual manufacturing overhead costs.
c) The company incurred more total job costs than the amount budgeted for the job.
d) The actual manufacturing overhead costs were less than the manufacturing overhead assigned to jobs.
e) The actual manufacturing overhead costs were more than the manufacturing overhead assigned to jobs.



4. Which one of the following contains sources of costs that will be added to job cost sheets?

	a) 
	a) Invoices, time tickets, and the predetermined overhead rate
b) Materials requisition slips, time tickets, and the actual overhead costs
c) Materials requisition slips, payroll register, and the predetermined overhead rate
d) Materials requisition slips, time tickets, and the predetermined overhead rate
e) Materials requisition slips, time tickets, and the actual overhead rate



	d) 
	b) 


	c) 
	c) 


	d) 
	f) 


5. Halitosis Company completed job 45 at a cost of $8,900 and later sold it for $13,000 cash. Which one of the following is one effect of selling the job?

	
	a) Debit Accounts Receivable $8,900
b) Credit Finished Goods Inventory $8,900
c) Debit Finished Goods Inventory $13,000
d) Debit Finished Goods Inventory $8,900
e) Credit Work in Process Inventory $8,900


6. What is unique about the flow of costs in a job order cost system?

	
	a) Each job is costed separately in a Work in Process subsidiary ledger.
b) It involves accumulating material, labour, and manufacturing overhead costs as they are incurred in order to determine the job cost.
c) There are no costs remaining in Work in Process at year end.
d) Job costs cannot be measured until all overhead costs are determined.
e) Job costs cannot be measured until all actual costs are determined.


	
	


7. The Wrapping Department's output during the period consists of 10,000 units completed and transferred out, and 600 units in ending work in process that were 60% complete as to materials and conversion costs. Beginning inventory was 800 units that were 40% complete as to materials and conversion costs. Under the FIFO method, what are the equivalent units of production for conversion costs?

	
	a) 10,210
b) 10,040

c) 11,010
d) 10,450
e) None of the above.


	
	


8. Chicotti Company has 3,000 units in beginning work in process, 20% complete as to conversion costs, 25,000 units transferred out to finished goods, and 1,000 units in ending work in process 80% complete as to conversion costs. How much are equivalent units for conversion costs if the FIFO method is used?

	
	a) 27,300
b) 25,200
c) 23,000
d) 24,300
e) None of the above.


	
	f) 


	
	g) 


	
	h) 

	
	i) 


9. Halston Company has no beginning work in process; 5,000 units are transferred out and 1,000 units in ending work in process are 75% finished as to conversion costs and fully complete as to materials cost. If materials added at the beginning of work in process and materials cost totals $18,000, how much is the materials cost per unit?
	
	a) $3.43
b) $3.13
c) $3.60
d) $3.25
e) None of the above.


10. Which of the following items is not a characteristic of a process cost system?

	
	a) The focus is on continually producing similar products.
b) The products produced are heterogeneous in nature.
c) When the finished product emerges, all units have exactly the same amount of materials, labour, and overhead.
d) Once production begins, it continues until the finished product emerges.
e) None of the above.


	
	


11. Each of the following is a limitation of activity-based costing except that

	
	a) It can be expensive to use.
b) It is more complex than traditional costing.
c) More cost pools are used.
d) Some arbitrary allocations continue.
e) All of the above.


12. Which of the following is a value-added activity?

	
	a) Engineering design
b) Machinery repair
c) Inspections
d) Inventory storage
e) All of the above.


13. Which of the following is not a unit-level activity?

	
	a) Painting
b) Sewing
c) Assembling
d) Purchase ordering
e) Cutting


	
	f) 


	
	g) 


	
	h) 

	
	


14. Which statement below describes a variable cost?

	
	a) It varies in total with changes in the level of activity.


	
	b) It varies inversely in total with changes in the level of activity.


	
	c) It remains constant in total over different levels of activity.


	
	d) It varies proportionately per unit with changes in the level of activity.

	
	e) All of the above


15. Which one of the following is a cost which remains constant in total at various levels of activity within the relevant range?

	
	a) A mixed cost


	
	b) A contribution margin


	
	c) A fixed cost


	
	d) A variable cost
e) A step cost


QUESTION II. 10 POINTS
Given for X firm (in millions of dollars).

	Beginning and ending inventories 


	Sales 


	Direct materials used 


	Direct labour cost 


	Factory overhead 


	Selling and administrative expenses 


	Gross profit 


	Net income (no income taxes) 



	
	 
	0

$900
80

300

?

?

120

32




Instructions 

Calculate the following amounts (in millions of dollars) of:  2 Points for each question.
a. Cost of goods sold: 

b. Total factory overhead cost: 

c. Total period costs: 
d. Conversion cost: 

e. Cost of goods manufactured:  
QUESTION III. 20 POINTS
Price-Gordon Architectural Consultants Ltd. uses a modified job-order costing system to keep track of project costs. During January 2008, the firm worked on four projects. The following table provides a summary of the cost of materials used and the number of consulting hours worked on each of the four projects in January:

	Project Number
	 
	Cost of Materials
	 
	Consulting Hours Worked

	80

84

85

86


	 
	$1200
 1000
2000
  1500

	 
	1240
1360
1480
1750



The records for December showed that 60 hours had been worked and $300 worth of materials had been used on Project 80.

Projects 80 and 86 were completed in January, and bills were sent to the clients.

Consultants at Price-Gordon billed clients at $120 per consulting hour. The actual labour cost to the firm (based on salary cost) was $40 per hour. Overhead is charged to projects based on the consultants' time spent on the project. Total overhead for the current fiscal year, based on expected activity of 10,000 consulting hours, was estimated to be $300,000. This total overhead cost included a fixed portion of $84,000, which covered rent, amortization, and so on. Actual overhead for January was $180,000. Price-Gordon closes over-applied and under-applied overhead to Cost of Goods Sold at month end.

Instructions
 (a) Calculate the product costs for Project 80.

	
	
	


(b) Calculate the balance in Work in Process as at January 31.

	
	
	


(c) Prepare the income statement for January 2008, including the appropriate amount of over-   applied or under-applied overhead. Other expenses for January were $32,400.
QUESTION IV. 18 POINTS
The following information is for production activities in the refining department of Petro Pure Corporation. All units in work in process (WIP) were costed using the FIFO cost system.

	 
	 
	 
	 
	Percentage of
	 
	Conversion

	Refining Department
	 
	Units
	 
	Completion
	 
	Costs

	WIP, February 1
	 
	23,000
	 
	70%
	 
	$  80,500

	Units started and cost incurred during February
	 
	132,000
	 
	 
	 
	773,400

	Units completed and transferred to the mixing department
	 
	130,000 
	 
	 
	 
	 

	WIP, February 28
	 
	?
	 
	60%
	 
	?


Instructions
(a) What was the conversion cost per equivalent unit of production last period?

(b)  What was the conversion cost per equivalent unit of production this period?

	
	
	

	
	
	

	(c) What was the conversion cost in the work in process inventory account at February 28?

	
	


(d) What was the conversion cost per-unit of the units started last period and completed this period?
(e) What was the conversion cost in the Units completed and transferred to the mixing department?
QUESTION V. 17 POINTS
Stellar Stairs Co. designs and builds factory-made premium wooden staircases for homes. The manufactured staircase components (spindles, risers, hangers, handrails) permit installations of staircases of varying lengths and widths. All are of white oak. The company’s budgeted manufacturing overhead costs for the year 2003 were as follows. 

	
	Overhead Cost Pools
	Amount

	
	Purchasing
	$ 57,000

	
	Handling materials
	82,000

	
	Production (cutting, milling, finishing)
	 210,000

	
	Setting up machines
	85,000

	
	Inspecting
	90,000

	
	Inventory control (raw materials and finished goods)
	126,000

	
	Utilities
	200,000

	
	    Total budgeted overhead costs
	$850,000


For the last 4 years, Stellar Stairs Co. has been charging overhead to products on the basis of machine hours. For the year 2006, 100,000 machine hours are budgeted. Heather Fujar, owner-manager of Stellar Stairs Co., recently directed her accountant, Lindsay Baker, to implement the activity-based costing system that she has repeatedly proposed. At Heather Fujar's request, Lindsay and the production foreman identify the following cost drivers and their usage for the previously budgeted overhead cost pools.  

	Overhead Cost Pools
	Activity Cost Drivers
	Expected Use of Cost Drivers

	Purchasing 
	Number of orders
	      600

	Handling materials
	Number of moves
	    8,000

	Production (cutting, milling, finishing)
	Direct labour hours
	100,000

	Setting up machines
	Number of setups
	    1,250

	Inspecting 
	Number of inspections
	    6,000

	Inventory control (raw materials and finished goods)
	Number of components
	168,000

	Utilities 
	Square feet occupied
	  100,000


Jason Dion, sales manager, has received an order for 280 staircases from Community Builders, Inc., a large housing development contractor. At Jason's request, Lindsay prepares cost estimates for producing components for 280 staircases so Jason can submit a contract price per staircase to Community Builders. She accumulates the following data for the production of the staircases.  
	
	Direct materials
	 $128,750

	
	Direct labour
	$112,000

	
	Machine hours
	14,500

	
	Direct labour hours
	5,000

	
	Number of purchase orders
	60

	
	Number of material moves
	800

	
	Number of machine setups
	100

	
	Number of inspections
	450

	
	Number of components
	16,000

	
	Number of square feet occupied
	 8,000


	
	[image: image1.png]





Required:

1. Calculate the predetermined overhead rate using traditional costing with machine hours as the basis. 
2. What is the manufacturing cost per stairway under traditional costing?   
3. What is the manufacturing cost per stairway under the proposed activity-based costing? 
Fall 2007

QUESTION I. 15 POINTS
MULTIPLE CHOICES:  Choose the one alternative that best completes the statement or answers the question.
1)  As activity volume changes within the relevant range, costs that tend to remain the same include: 

A) fixed costs per unit       
B) total variable costs
C) total mixed costs 

C) all of the above         
E)  none of the above 

2)  Which of the following is NOT TRUE of Period Costs? 

A) For manufacturing sector companies they include all non-manufacturing costs. 

B) They are expected to benefit future periods. 

C) They are all of the costs on the income statement except cost of goods sold. 

D) They are also called operating costs. 

E) For merchandising sector companies they include all costs not related to the cost of goods purchased for resale. 

3)  Which of the following is true concerning Prime Costs? 

A) They include direct manufacturing labour, in a two-part classification. 

B) They are indirect manufacturing costs. 

C) They equal the sum of fixed manufacturing costs plus conversion costs. 

D) Prime costs are direct manufacturing costs. 

E) They equal the sum of direct manufacturing costs plus conversion costs. 

4)  Cost-volume profit is used to analyze 

A) the behaviour of variable costs at all levels of output. 

B) the behaviour of some costs and revenues as changes occur in the output level. 

C) the behaviour of total costs, total revenues, and operating income as changes occur in the output level. 

D) multiple revenue drivers and a single cost driver in special case CVP. 

E) a single revenue driver and multiple cost drivers in special case CVP. 

5)  The determination of a cost as being either direct or indirect depends upon 

A) the allocation system. 

B) only the cost object chosen to determine its individual costs. 

C) the cost tracing system. 

D) the accounting system. 

E) the choice of the cost object, and the materiality of the cost in question. 

6)  Which one of the following methods focuses on the total costs and total equivalent units completed to date? 

A) first-in, first-out method 

B) equivalent-units method 

C) standard-costs method 

D) last in last out method 

E) weighted-average method 
7)  The breakeven point in CVP analysis is defined as 

A) where the unit contribution margin equals the selling price less the unit variable cost. 

B) the point where total revenue equals fixed costs. 

C) the point where total revenue equals total costs. 

D) the point where output units equal input units. 

E) where revenues less variable costs equal operating income. 

8)  Comparing contribution margin [CM] to Gross margin [GM], which of the following is TRUE? 

A) If Cost of goods sold does not include any fixed costs, then CM will equal GM. 

B) In the merchandising sector, CM and GM are equivalent terms 

C) If Cost of goods sold includes fixed costs, then CM will exceed GM. 

D) CM is computed after all variable costs are deducted, but GM is computed by deducting only cost of goods sold from revenues. 

E) If CM and GM remain constant from one period to the next, operating income has to remain constant as well. 

9)  Which of the following statements about normal costing is TRUE? 

A) Direct costs and indirect costs are traced using budgeted rates. 

B) Direct costs are traced by using the actual direct-cost rate times the budgeted quantity of the direct costs input. 

C) Direct costs are traced using a budgeted rate, and indirect costs are allocated using an actual rate. 

D) Direct costs and indirect costs are allocated using an actual rate. 

E) Direct costs are traced using an actual rate, and indirect costs are allocated using a budgeted rate. 

10)  Manufacturing Overhead Control and Manufacturing Overhead Allocated in the General Ledger respectively, refer to 

A) the record of actual overhead costs, and the record of overhead allocated to specific jobs using budgeted rates x actual base units. 

B) the record of total budgeted overhead costs and the record of actual overhead allocated to date. 

C) the record of actual overhead costs, and the record of overhead allocated to specific jobs using budgeted rates x budgeted base units. 

D) the record of total budgeted overhead costs, and the record of overhead allocated to specific jobs using budgeted rates x actual base units. 

E) the record of actual overhead costs, and the record of overhead allocated to specific jobs using actual rates x budgeted base units. 

11)  When using activity-based costing in a manufacturing setting, its' distinctive feature is the focus on 

A) minimizing manufacturing costs. 

B) materials handling. 

C) minimizing the number of journal entries related to the manufacturing process. 

D) materials sorting. 

E) activities as the fundamental cost objects. 

12)  The logic of an ABC system includes all of the following statements, EXCEPT 

A) a greater level of detailed information concerning costs will help organizations be more efficient. 

B) a strong cause-and-effect relationship between overhead costs and the cost allocation base is essential. 

C) activity-specific cost-allocation bases are the drivers of costs in the cost pools. 

D) the requirement to measure cost-allocation bases of different activities used by different products is essential. 

E) the overhead used by different products is not important, as it is a fixed cost. 

13)  Which of the following formulae is correct when using the contribution margin method to determine the breakeven point? 

A) unit contribution margin times unit variable cost equals the breakeven number of units 

B) unit contribution margin times the breakeven number of units equals fixed costs 

C) unit contribution margin times the breakeven number of units equals total variable costs 

D) selling price less unit contribution margin equals unit fixed cost for all values below or at the breakeven number of units 

E) revenues less operating income equal variable costs plus fixed costs 

14. 
Mansfield Company's factory overhead costs was under-applied by $14,000 in a certain year.  The budgeted overhead was $303,000 and the applied overhead was $310,000.  Compute the actual overhead: 

     
A)$310,000                  B)$324,000 

     
C)$296,000                  D)$289,000

E) None of the above 

15.
Liva Company is trying to develop a cost formula for its maintenance costs in order to estimate such costs for the coming year. The following observations have been made:

                       Direct Labour         Maintenance Costs

         Month            Hours                 Incurred

         ‑‑‑-----‑‑     ------‑‑‑‑‑‑‑‑‑‑‑‑        -------‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑‑

        January           4,000                  $    900

        February         6,500                  $ 1,325

        March             7,000                  $ 1,500

        April               5,500                  $ 1,150

  
Using high‑low analysis, determine the variable cost per direct labour hour.

A) $1.00


B) $0.10





C) $0.20


D) $1.50
E) None of the above
QUESTION II. 20 POINTS
The following information is taken from the records of Montreal Company for March:

Purchases:

Direct materials

  $9,000,000

Indirect materials

     $200,000

Office supplies

     $420,000

Sales

$36,000,000


Salaries and Benefits:


Selling and administrative

  $4,000,000

Direct manufacturing labour

  $6,000,000

Rent*


$4,000,000

Utilities*


$1,200,000


Advertising


   $700,000

Inventories:
   March 1

  March 31

Direct materials
$4,400,000

  $1,600,000

Indirect materials
   $500,000
     
    $ 600,000

Office supplies
   $150,000

     $180,000

Finished goods
 $24,000,000
    
$16,000,000

*Of these costs, 60 percent are assigned to manufacturing and 40 percent to selling and administration.

Required:

a. Prepare a schedule of cost of goods manufactured.
b. Prepare an income statement for the month.
c. Compute the prime costs, conversion costs, and indirect manufacturing costs. 

QUESTION III. 20 POINTS

Popcorn, Inc. currently sells plain popcorn at the ballpark. During a typical month the stand reports a profit of $18,000 with sales of $100,000 and fixed costs of $42,000 and variable costs of $0.64 per box.  
Next year the company plans to start selling candy-coated popcorn for $3 a box. The candy-coated popcorn will have a variable cost of $0.72. The new equipment and personnel to handle the popcorn will increase monthly fixed costs by $17,616. Initial sales of candy-coated popcorn should total 10,000 boxes. However, most of the candy-coated popcorn sales are anticipated to come from current plain popcorn purchasers. Consequently, monthly sales of plain popcorn will decline to $40,000.

After the first year of candy-coated popcorn sales, the company president believes that it will increase to 15,000 boxes a month and that plain popcorn sales will increase to $225,000 a month.

Required:
Determine the monthly breakeven sales in dollars before adding the candy-coated popcorn product.

a. Determine the monthly breakeven sales during the first year of candy-coated popcorn sales assuming a constant sales mix of $160 plain popcorn to $600 candy-coated popcorn. 

QUESTION IV. 10 POINTS

Moira Company has just finished its first year of operations and must decide which method to use for adjusting cost of goods sold.  Because the company used a budgeted overhead-cost rate for its manufacturing operations, the amount that was allocated ($435,000) to jobs manufactured was different from the actual amount incurred ($425,000).

Ending balances in the relevant accounts were:

Work-in-Process
$   40,000

Finished Goods
     80,000

Cost of Goods Sold        680,000

Required:

a. Prepare a journal entry to write off the difference between allocated and actual overhead that was allocated to jobs manufactured.

b. Prepare a journal entry that prorates the write-off of the difference between allocated and actual overhead that was allocated to jobs manufactured.  
SUMMER 2007

Question 1 (12 Multiple Choice Questions)




(15 marks)

Do not answer on the EXAM; write your answers in the EXAMINATION BOOKLET. 

	1.
	Upon which of the following does managerial accounting place considerable weight?

	A)
	Generally accepted accounting principles.

	B)
	The financial history of the entity.

	C)
	Ensuring that all transactions are properly recorded.

	D)
	Detailed segment reports about departments, products, and customers.













(1 mark)
	2.
	Selected information about Buehler Corporation's operations at high and at low levels of activity follow:

[image: image2.png]Level of activity

Low High
Number of units produced 25,000 30,000
Total manufacturing costs ~ $575,000  $680,000
Direct material cost per unit 5 5

Direct labor cost per unit 56 56



 

Using the high-low method, what is the cost formula for manufacturing overhead?

	A)
	$50,000 per period plus $10 per unit.
	
	

	B)
	$50,000 per period plus $21 per unit.
	
	

	C)
	$50,000 per period plus $22 per unit.
	
	

	D)
	$347,000 per period plus $0.10 per unit.
	
	













(2 marks)

	3.
	For the current year, Paxman Company incurred $150,000 in actual manufacturing overhead cost. The Manufacturing Overhead account showed that overhead was overapplied in the amount of $6,000 for the year. If the predetermined overhead rate was $8.00 per direct labour hour, how many hours were worked during the year?

	A) 17,750 hours. 

B) 18,000 hours.

C) 18,750 hours.

D) 19,500 hours.













(1 mark)

	4.
	At a sales level of $300,000, James Company's gross margin is $15,000 less than its contribution margin, its net income is $50,000, and its total selling and administrative expenses are $120,000. At this sales level, what is the company's contribution margin?

	
	A)  $155,000.   

B)  $170,000.    

C)  $185,000.    

D)  $250,000.













(2 marks)

	5.
	Which of the following would be considered a product cost for external financial reporting purposes?

	A)
	Cost of a warehouse used to store finished goods.

	B)
	Cost of guided public tours through the company's facilities.

	C)
	Cost of travel necessary to sell the manufactured product.

	D)
	Cost of sand spread on the factory floor to absorb oil from manufacturing machines.


(1 mark)
	6.
	The Samuelson Company uses a job-order costing system. The following data were recorded for June:

[image: image3.png]Tob Number
475
476
477
478

Work in Process
Inventory, Tune 1
1,000
$ 900
$ 800
$ 600

Added During June

Direct
Materials
§ 400
§ 600
§ 900
$1, 000

Direct
Labour
§ 200
$ 800
$1,400
$1, 900



 

Overhead is charged to production at 70% of the direct materials cost. Jobs 475, 477, and 478 have been delivered to the customer. What was Samuelson's Work in Process inventory balance on June 30?

	A) $6,450.  

B)  $2,860.

C)  $2,300.

D)  $2,720.













(2 marks)

	7.
	In a job-order costing system, when a job remains incomplete at the end of a period, how is the amount of overhead cost that has been applied to that job treated?

	A)
	It is deducted on the Income Statement as overapplied overhead.

	B)
	It is closed out to Cost of Goods Sold.

	C)
	It is transferred to Finished Goods.

	D)
	It is part of the ending balance of the Work in Process inventory account













(1 mark)
	8.
	What is a cost driver?

	A)
	It is the largest single category of cost in a company.

	B)
	It is a fixed cost that cannot be avoided.

	C)
	It is a factor that causes variations in a cost.

	D)
	It is an indirect cost that is essential to the business.













(1 mark)
	9.
	If prime cost=$50,000, conversion cost=82,000, manufacturing overhead=$57,000, the costs for direct materials and total manufacturing cost are:

	
	Direct materials
	Total Manufacturing costs

	A)
	$25,000
	$107,000

	B)
	$23,000
	$132,000

	C)
	$25,000
	$132,000

	D)
	$25,000
	$105,000













(1 mark)
	10.
	Which costs will change with a decrease in activity within the relevant range?

	A)
	Total fixed costs and total variable costs

	B)
	Unit variable cost and unit fixed cost

	C)
	Unit fixed cost and total variable cost

	D)
	Unit fixed cost and total fixed costs













(1 mark)

	11.
	Relevant range is a range of output over which:

	A)
	A practical capacity remains constant

	B)
	Cost-output relationship remains valid

	C)
	Fixed costs per unit remain constant

	D)
	Both B) and C)


(1 mark)

	12.
	Product costs are expensed when the product is:

	A)
	Purchased

	B)
	Manufactured

	C)
	Inventoried

	D)
	Sold













(1 mark)

Question 2









(25 marks)

Keating Company manufactures a product that passes through three departments. In Department C, materials are added at the end of the process. Conversion costs are incurred uniformly throughout the process. During January, Department C received 20,000 units from Department B. The transferred-in cost of the 20,000 units was $70,350.

The following costs were added by Department C during January:

Direct materials
$40,635

Direct labour

  58,500

Overhead applied
  29,400

On January 1, Department C had 4,000 units in inventory; these units were 30% complete with respect to conversion costs. On January 31, 3,000 units were in inventory, one-third complete with respect to conversion costs. The costs associated with the 4,000 units in beginning inventory were as follows:

Transferred-in

$14,970

Direct labour

    7,560

Overhead applied
    4,200

Required

Prepare a production report using the weighted average method following the 5 steps:

1. Analysis of the flow of physical units (3 marks)

2. Calculation of equivalent units (6 marks)

3. Computation of unit cost (13 marks)

4. Valuation of goods transferred-out and ending WIP (2 marks)

5. Cost reconciliation (1 mark)

Question 3 









(25 marks)

SNC produces fire trucks. The company uses a normal job-order costing system to compute its cost of goods manufactured. The company’s policy is to price its job at cost plus 20% markup. On January 1, 2006 there was only one job in process with the following costs:






Job 315


Direct materials

$  3,125


Direct labour


$15,000


Applied overhead

$14,250


Total



$32,375

The following balances were taken from the general ledger of the company as of January 1, 2006:


Direct materials inventory


$30,000


Finished goods inventory (for Job 314)
$55,000

During the year 2006, the following events occurred:

Direct materials were purchased on account for $250,000

Two more jobs were started: Job 316 and Job 317. Direct materials and direct labour costs incurred by each job in process during the year 2006 are as follows:




Job 315
Job 316
Job 317

Direct materials
$150,000
$30,000
$10,000

Direct labour

$150,000
$35,000
$15,000

The company incurred the following actual factory overhead during the year:

Factory rent

$90,000

Factory supplies
$43,000

Indirect labour

$60,000

Jobs 315 and 316 were completed.

Jobs 314 and 315 were sold.

Required:

1. If the factory overhead costs are applied to each job on the basis of direct labour dollars, what is the total applied overhead for the year 2006? (3 marks)

2. Prepare simple job-order cost sheets for jobs 315, 316 and 317 for the year ended December 31, 2006. (8 marks)

3. Is overhead over-applied or under-applied? By how much? (3 marks)

4. Prepare a schedule of Cost of Goods Sold, identifying both normal and adjusted cost of goods sold, for the year ended December 31, 2006. (7 marks)

5. Compute the selling price of Job 315. (2 marks)

6. Compute the ending balances as of December 31, 2006 for the following accounts: direct materials and work-in-process (2 marks) 

Question 4 









 (20 Marks)

ABC Inc. installed an activity based costing system several years ago. The company manufactures one product in a single facility and has identified five major activity centers relating to the manufacturing overhead.

	Activity Centre
	Cost driver
	Estimated Overhead
	Expected Activity

	Labour related
	Direct labour hours
	$280,000
	40,000 DLH

	Purchase orders
	Number of orders
	$96,000
	1,200 orders

	Product testing
	Number of tests
	$420,000
	3,500 tests

	Template etching
	Number of templates
	$315,000
	10,500 templates

	General factory
	Machine hours
	$810,000
	90,000 machine hours


Each unit requires 4 kilograms of direct material at $75.00 per kilogram, and 60 hours of direct labour at $20.00 per hour. Each unit also requires the following activities:


2 purchase orders


1 test


15 templates


45 machine hours

Required:

1. Compute the overhead rate for each activity center. (5 marks)

2. Compute the product cost per unit using activity-based costing. What would be the selling price if the company charged a 40% mark-up on cost? (7 marks)

3. How would the product cost and the selling price compare to the results obtained in part (2), if the company had used estimated machine hours as the cost driver? (6 marks)

4. Briefly explain why activity-based costing is better than using one activity driver such as machine hours for the whole plant. (2 marks)

Question 5









 (15 marks)

The data below has been taken from the cost records of the Parker Company. The data relate to the manufacturing costs of producing one of its products and number of units produced.

	Month
	Units Produced
	Total Direct Materials Costs
	Total Direct Labour Costs
	Total Overhead Costs

	January
	8,000
	$12,000
	$4,000
	$20,000

	February
	4,500
	6,750
	2,250
	13,000

	March
	7,000
	10,500
	3,500
	18,500

	April
	9,000
	13,500
	4,500
	23,500

	May
	3,750
	5,625
	1,875
	10,500

	June
	6,000
	9,000
	3,000
	16,500

	July
	3,000
	4,500
	1,500
	8,500

	August
	5,000
	7,500
	2,500
	14,500


Required: 

a. Using High-Low Point Method, estimate the total monthly fixed manufacturing costs and the variable manufacturing cost per unit.  (5 marks)
b. Assume that 4,800 units are expected to be produced in the month of September, and then compute the following expected costs for the month of September:

1. Total prime costs. (2 marks)

2. Total conversion costs. (2 marks)
3. Total manufacturing costs. (2marks)
4. Variable manufacturing overhead costs per unit. (2marks)
5. Fixed manufacturing overhead costs per unit. (2marks)

QUESTION V. 15 POINTS
A company manufactures household items sold at trade shows. The items, classified as either Trinkets or Widgets are manufactured on a common assembly line. Although different direct materials are used, and the machinery is re-tooled for each product, the direct labourers are the same for each product line.

The plant-wide rate for allocating manufacturing overhead to its products is no longer acceptable. The production manager has heard about activity-based costing and has assembled some information for use in changing the cost system to a cost driver concept.

With the help of the accounting department, the manager has been able to establish the following relationships between production costs and some of the indirect manufacturing activities for August, along with the production data for the two product lines:

Activity

Cost Driver
 
Allocation Rate 
Trinkets 
Widgets

Material handling 
Number of parts 
$ 1.00 per part 
2,000

1,300

Machining

Machine hours 
$15.00 per hour
205

300

Assembly

Units began

$ 1.60 per unit 
1,000 

1,300

Inspection

Number tested 
$ 2.00 per unit

100 

1,200

Direct costs:
Labour







$12,000 
$12,000

Materials






$  5,200 
 $ 2,600
Required:

Determine the total production cost of each of the two product lines for August and the cost per unit assuming all units started were completed. 

QUESTION VI. 20 POINTS

General Fabricator assembles its product in several departments. It has two departments that process all units. During October the beginning work-in-process in the Cutting department was half completed as to conversion and completed as to direct materials. The beginning inventory included $12,000 for materials and $3,000 for conversion costs. Ending work-in-process inventory in the Cutting department was 40 percent complete. In the Cutting department direct materials are added at the beginning of the process and conversion costs are incurred evenly during the process. General Fabricator uses the weighted average method to calculate equivalent units in the Cutting department. 

Beginning work-in-process in the Finishing department was 75 percent complete as to conversion. In the Finishing department direct materials are added at the end of the process and conversion costs are incurred evenly during the process.

Beginning inventories included $16,000 for transferred-in costs and $20,000 for conversion costs. Ending inventory was 25 percent complete. General Fabricator uses the FIFO method to calculate equivalent units in the Finishing department

Additional information about the two departments follows:

Cutting
Finishing

Beginning work-in-process units


20,000

20,000

Units started this period



40,000
Units transferred this period



50,000

50,000

Ending work-in-process units





20,000

Material costs added




$48,000
$28,000

Direct manufacturing labour



$16,000
$40,000

Factory overhead costs



  $8,000
$24,000

Required:

Prepare the equivalent units of production and the production cost report using FIFO for the Finishing department for the month of October. (Hint using the appropriate method to calculate first the costs of units transferred from Cutting Department to Finishing Department).
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QUESTION 1.    (22.5, 15 multiple choice questions 1.5 marks each)
40 minutes

Choose the best answer for each of the following. Write your answer only in the lined booklet that has been provided to you separately. 

1. Ed Green Corporation has two divisions; Outdoor Sports and Indoor Sports. The sales mix is 60% for Outdoor Sports and 40% for Indoor Sports. Green incurs $2,420,000 in fixed costs. The contribution margin ratio for the Outdoor Sports Division is 40%, while for the Indoor Sports Division it is 50%.


 
The breakeven point in dollars is:


a.
$985,600.


b.
$4,869,565.


c.
$4,977,777.

d. $5,500,000.

e. None of the above.


2.  Which of the following is not a benefit of activity-based costing?



a.
More accurate product costing



b.
Enhanced control over overhead costs



c.
Better management decisions

d. Less costly to use

e. None of the above.


3. Phi Kappa is planning to hold a seminar for students at the University Centre. It has two options:


	OPTION 1:
	Fixed rental cost of $1,000 and $12 per person for books

	or

	OPTION 2:
	Fixed rental cost of $3,000 and $8 per person for books




Tickets will be $5 per student. Other items will be donated by recruiters wishing to network with students. Which option will cause the biggest loss if very few students attend?


a.
Option 1


b.
Option 2


c.
Both options provide the same amount of risk.

d. Neither option has risks.

e. None of the above.
4. 

Cohen Manufacturing is trying to determine the equivalent units for conversion costs with 2,000 units of ending work in process at 80% completion and 14,000 units were started and are 100% complete as to materials. There are no beginning units in the department. The conversion costs occur evenly throughout the entire production period. What are the equivalent units for conversion costs for the current period if the weighted average method is used?

a.
16,000



b.
15,600



c.
1,600

d. 13,600

e. None of the above.
Use the following  for number 5 and 6. 

 Poodle Company manufactures two products, Mini A and Maxi B. Poodle's overhead costs consist of setting up machines, $800,000; machining, $1,800,000; and inspecting, $600,000.  Information on the two products is:





Mini A
Maxi B



Direct labour hours
15,000
25,000




Machine setups
600
400




Machine hours
24,000
26,000




Inspections
800
700

5.
 Overhead applied to Mini A using traditional costing using direct labour hours is



a.
$1,200,000.



b.
$1,536,000.



c.
$1,670,000.

d. $1,920,000.

e. None of the above.

6.
 Overhead applied to Mini A using activity-based costing is



a.
$1,200,000.



b.
$1,536,000.



c.
$1,664,000.

d. $1,920,000.

e. None of the above.

7.
Halston Company has no beginning work in process; 5,000 units are transferred out and 1,000 units in ending work in process are 25% finished as to conversion costs and fully complete as to materials cost. If materials added and beginning work in process materials cost totals $18,000, how much is the materials cost per unit if the weighted average method is used? 

a. $3.00

b. $3.43

c. $3.13

d. There is not enough information provided. 

e. None of the above.

8.
The following monthly data are available for Wackadoos, Inc. which produces only one product: Selling price per unit, $42; Unit variable expenses, $14; Total fixed expenses, $42,000; Actual sales for the month of June, 4,000 units. How much is the margin of safety for the company for June?  

a.  $70,000 

b.  $105,000 

c.  $63,000 

d. $2,500

e. None of the above.

9.
What transaction is recorded when direct labour is assigned to jobs?  

a. A debit to Work in Process Inventory and a credit to Factory Labour

b. A debit to Manufacturing Overhead and a credit to Factory Labour

c. A debit to Factory Labour and a credit to Manufacturing Overhead

d. A debit to Factory Labour and a credit to Work in Process Inventory

e. None of the above.

10.

Hooter Manufacturing Company reported the following year-end information:




Beginning work in process inventory 
$23,000




Beginning raw materials inventory
12,000




Ending work in process inventory
25,000




Ending raw materials inventory
10,000




Raw materials purchased
340,000




Direct labour
120,000




Manufacturing overhead
50,000



How much is Hooter Manufacturing’s cost of goods manufactured for the year?



a.
$342,000



b.
$512,000



c.
$510,000

d. $514,000

e. None of the above. 

11. 
Wind Mill Company had the following department data:




Work in process, physical units, August 1

  6,000




Completed and transferred out physical units
25,000




Work in process, physical units, August 31
9,000



Materials are added at the beginning of the process. What is the total number of equivalent units for materials in August if the weighted average method is used?



a.
27,000



b.
30,000



c.
34,000

d. 42,000

e. None of the above. 

Use the following information for questions 12–13.




Month
 Miles

Total Cost




March
60,000
$47,500




April
70,000
51,500




May 
50,000
41,500




June
80,000
50,500

12.

In applying the high-low method, how much is the variable cost per unit?

 

a.
$0.30



b.
$0.335



c.
$0.50

d. Cannot be determined from the information given.

e. None of the above.


13..
In applying the high-low method, how much is the total cost for 40,000 miles ?



a.
$16,500

 

b.
$9,000



c.
$38,500

d. $15,000

e. None of the above. 

14. Caltreck Manufacturing Inc.'s accounting records reflect the following inventories:





Dec. 31, 2005
Dec. 31, 2006


Raw materials inventory
$100,000
$  80,000



Work in process inventory
130,000
145,000



Finished goods inventory
125,000
115,000

During 2006, Caltreck purchased $950,000 of raw materials, incurred direct labour costs of $125,000, and incurred manufacturing overhead totalling $160,000.



How much is raw materials transferred to production during 2006 for Caltreck Manufacturing?



a.
$1,240,000



b.
$970,000



c.
$950,000

d. $930,000

e. None of the above. 


15.
Cal, Inc. showed the following amounts in its manufacturing overhead account at the end of 2006: 

	Manufacturing Overhead

	20,000
	

	16,000
	55,000

	22,000
	




Based on this information, which statement is true? 



a.
No manufacturing overhead has been applied.



b.
Manufacturing overhead expense will be reported in the operating section of the income statement in the amount of $3,000.



c.
Manufacturing overhead has been over applied.

d. Manufacturing overhead has been under applied

e. None of the above. 
QUESTION 2. (17.5 Marks) (35 minutes)

Willow Company produces lawn mowers. One of its plants produces two versions of mowers: a basic model and a deluxe model. The deluxe model has a sturdier frame, a higher-horsepower engine, a wider blade, and mulching capability. At the beginning of the year, the following data was prepared for this plant:

	
	Basic Model
	Deluxe Model

	Expected quantity
	40,000
	20,000

	Selling price
	180
	360

	Prime costs
	80
	160

	Machine hours
	5,000
	5,000

	Direct labour hours
	10,000
	10,000

	Engineering support (hours)
	1500
	4,500

	Receiving (orders processed)
	250
	500

	Material handling (number of moves)
	2,000
	4,000

	Purchasing (number of requisitions)
	100
	200

	Maintenance (hours used)
	1,000
	3,000

	Quality inspections (number of inspections)

Setting up batches (number of set ups)                                                                                                                 
	250

20
	500

60

	
	
	


Additionally, the following overhead activity costs are reported:

	Maintaining equipment
	             $ 114,000

	Engineering support
	120,000

	Material handling
	                  20,000

	Setting up equipment
	96,000

	Purchasing material
	60,000

	Receiving goods
	40,000

	Quality inspections
	30,000

	Providing space
	20,000

	Total 
	             $500,000

	
	========


Overhead activity costs are allocated in proportion to machine hours (an approach that provides a measure of the time the facility is used by each product). 

Instructions:

1. Calculate the cost per unit for each product using machine hours to assign all overhead costs. (3.5 marks)

2. Calculate the cost per unit for each product using activity costing.(10 marks)

3.  Compare these costs in number 2 with those calculated using functional-based costing in number 1. Which cost is the most accurate? Explain. (4 marks) 

QUESTION (3)    (20  marks) ( 35 minutes)
Noller Inc. produces customized Equipment  for retailers.  John Smith, the controller uses  normal costing system to prepare its financial statements. He applies overhead at the rate of $15 per direct labour hour and closes over-applied or under-applied overhead into cost of goods sold at the end of the year. 

The company’s inventory accounts at the beginning of the year 2004 included $89,000 of direct materials in the storage room and $35,000 of finished goods in the warehouse.  At the beginning of 2004, Noller Inc.  did not have any work in process, but during the year they started three new Jobs.  Actual data and costs for each job incurred during the year 2004 are as follows:

	




	Special order 

Job#1
	Special Order Job#2
	Special Order Job#3

	Number of equipments 
	2 equipments 
	4 equipments
	2 equipments

	Direct material costs per equipment 
	$150,000
	$86,500
	$45,000 

	Direct labour hours per equipment
	10,000 hours
	4,375 hours
	1,000 hours

	Direct labour costs per equipment  
	$100,000
	$66,000
	$10,000


The following costs were incurred during the year 2004:

Administrative expenses 
$ 200 000

Purchases direct materials                             $ 731 000

Property Taxes on factory
$ 90 000
     

 


Administrative office rent 
$ 25 000

Indirect material used 
$ 45 000

Depreciation on factory building 
$125 000

Sales commission expense 

      $ 69 000

Depreciation on factory equipment 
      $ 60 000

Indirect materials used 


      $ 45 000

Insurance on factory and equipment             $ 40,000

Utilities for factory


      $ 70,000
Indirect labour cost incurred

      $150,000

Factory maintenance 
$ 29,000

In addition, during the year 2004 the following events occurred:

· Both Special orders Job #1 and Job #2 were completed and sold with a 50% mark up.

· Special Order Job # 3 remained in work in process.

Required:

a) Prepare job-order costs for each job #1, #2, and #3 for 2004. (5 marks)

b) Prepare Noller Inc.’s  formal statement of cost of goods manufactured for 2004. (9 marks) 

d) Prepare Noller’s Inc. income statement for 2004. (Assume no income taxes)  (6 marks)

QUESTION 4 (20 marks) ( 35 minutes)

The Lester Change Manufacturing Company paints wood-imported products. The following are the production data for July:

	Work in Process—Painting

July    1      Balance      4,450                                       July 31    Transferred out

         31     Materials    6,100

         31     Labour        2,500

         31     Overhead    1,650

         31     Balance        ?

Production records show that there were 700 units in the beginning inventory, 30% complete; 1,100 units started; and 1,300 units transferred out. The beginning work in process had materials costs of $2,900 and conversion costs of $1,550. The units in ending inventory were 40% complete. Materials are entered at the beginning of the painting process.

Required: using the FIFO method calculate the following:

(a) How many units are in process at July 31? ( 2 marks)

(b) What is the unit materials cost for July?  ( 3 marks)

(c) What is the unit conversion cost for July? ( 3 marks)

(d) What is the total cost of units transferred out in July? ( 3 marks)

(e) What is the cost of the July 31 inventory? ( 3 marks) 

(f) What were the conversion costs per equivalent unit of production last period and this period? ( 3 marks)

(g) What was the per-unit conversion cost of the units started last period and completed this period? ( 3 marks)
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