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Question 1 (10 marks)

Bas Company, a manufacturer of wood doors, has the following records for the year:


Advertising expenses
$ 36,000


Factory assemblers' wages
84,200


Amortization of factory machinery
9,200


Factory utilities
55,600


Factory operators' wages
66,400


Factory machinery repairs
22,600


Office salaries
113,800


Purchases of glue for factory
1,600


Purchases of nails for factory
800


Purchases of oak wood
 250,000


Purchases of pine wood
99,000


Factory supervisors' salaries
21,400

There were no beginning or ending inventories.

Required: Calculate the following for the year:
a.
Direct materials used

b.
Direct labour

c.
Factory overhead

d.
Prime cost
e.
Conversion cost
Answers:

a.
$250,000 + $99,000 = $349,000
b.
$84,200 + $66,400 = $150,600
c.
$9,200 + $55,600 + $22,600 + $1,600 + $800 + $21,400 = $111,200
d.
$349,000 + $150,600 = $499,600
e.
$150,600 + $111,200 = $261,800

Question 2 (12 marks)
Absor Company uses an actual cost system for product costing.  The company's income statement for 2014 is presented below:


Sales (10,000 units @ $20)


$200,000


Cost of Goods Sold:



Beginning Finished Goods Inventory
 $- 0 -



Cost of Goods Manufactured



     (12,000 units @ $15)
180,000


Goods Available for Sale

180,000



Ending Finished Goods Inventory



(2,000 units @ $15)

  30,000
150,000

Gross Margin


$  50,000


Operating Expenses:



Selling

$20,000



Administrative

  20,000
    40,000

Income



$  10,000

The following additional information is available:


Variable costs per unit:



Direct materials
$4



Direct labour
5



Manufacturing overhead
2



Selling expenses
1


Fixed costs for the period:



Manufacturing overhead
$48,000



Selling expenses
10,000



Administrative expenses
20,000

Required:

a. When absorption costing approach was used, how much fixed manufacturing overhead was included in ending finished goods inventory?

b. Prepare the income statement for 2014 in contribution format using variable costing approach, as the following format:

Sales



Less:  Variable Costs:



Variable Cost of Goods Sold


Variable Selling Expenses
                      Total Variable Costs                                                          

Contribution Margin



Less: Fixed costs:



Fixed Overhead



Fixed Selling Expenses


Fixed Administrative Expenses
  
                      Total Fixed Costs                                                      
  

Income


Question 2 (cont.)

Answers:
a. Fixed Overhead Cost Per Unit = $48,000/12,000 units = $4.00 per unit
Fixed Overhead Included in Finished Goods Inventory = 2,000 units x $4.00/unit = $8,000
b. 

VARIABLE COSTING

Sales (10,000 x $20)

$200,000

Less:  Variable Costs:


Variable Cost of Goods Sold*
$110,000


Variable Selling Expenses (10,000 x $1)
    10,000
                      Total Variable Costs                                                           120,000

Contribution Margin

$  80,000

Less: Fixed costs:


Fixed Overhead
$ 48,000


Fixed Selling Expenses
10,000


Fixed Administrative Expenses
   20,000
                      Total Fixed Costs                                                      
   78,000

Income

$   2,000

*Variable Cost of Goods Sold = ($4+$5+$2) x 10,000 units sold = $110,000
 Question 3 (8 marks)
Highow Company believes their electricity costs are affected by the number of machine hours worked.  Machine hours and electricity costs for 2014 were as follows:


Month
Machine Hours
Electricity Cost


January
1,500
$18,400


February
1,400
18,300


March
1,300
17,800


April
1,900
22,000


May
1,700
20,200


June
1,550
18,700


July
1,200
17,600


August
1,600
19,000


September
1,100
17,510


October
2,000
22,500


November
2,100
23,000


December
2,200
24,000

Required:
a. Using the high-low method, develop the cost formula for monthly electricity cost.

b. Based on the cost formula from the last requirement, estimate total electricity cost for a month in which 1,800 machine hours are worked.

c. Suggest one weakness of the high-low method.
Answers:

a.
Variable Cost per Machine Hour = ($24,000 - $17,510)/(2,200 - 1,100)



                                            =
$6,490/1,100 = $5.90 per hour
       Total Fixed Cost = $24,000 - ($5.90)(2,200) = $11,020
                               Or = $17,510 – ($5.90)(1,100) = $11,020
Therefore, Cost Formula:

                                                           Electricity Cost = $11,020 + $5.90(machine hours)

                                                                            Or   Y = $11,020 + $5.90(X)
b.
Total Electricity Cost at 1,800 Machine Hours = $11,020 + ($5.90 x 1,800 machine hours) =                                $11,020 + $10,620 = $21,640

c.
Weaknesses of the high-low method include:


The method uses only two points to develop the cost formula and the two points used may not be representative of normal operations.

Question 4 (4 marks)

Given the following information for PVC Company:


Total fixed costs
$78,000


Unit variable costs
$24


Unit selling price
$36

Required:

a.
Compute the contribution margin per unit.

b.
Compute the contribution margin ratio.

c.
Compute the breakeven point in units.

d.
Compute the breakeven point in dollars.

Answer:

a.
the contribution margin per unit = $36 - $24 = $12 per unit
b.
the contribution margin ratio = $12/$36 = 0.33
c.
the breakeven point in units = $78,000/$12 = 6,500 units
d.
the breakeven point in dollars = 6,500 units x $36 = $234,000
Question 5 (10 marks)
Jobor Company uses a job-order costing system and applies overhead on the basis of direct labour hours.  At the beginning of 2014, it was estimated that 200,000 direct labour hours would be worked and $600,000 overhead costs would be incurred.

During the year, the company actually worked 220,000 direct labour hours and incurred the following manufacturing costs:


Indirect labour
$140,000


Indirect materials
100,000


Insurance
50,000


Utilities
90,000


Repairs & maintenance
80,000


Depreciation
180,000


Direct materials used in production
540,000


Direct labour
700,000

Required:

a. Calculate the predetermined overhead rate for 2014.

b. Determine the manufacturing overhead applied during 2014.

c. Determine the underapplied or overapplied overhead for the year.

d. If goods with a cost of $1,500,000 were completed and transferred to finished goods inventory during 2014, determine the cost of work in process at the end of the period. (There was no beginning work in process inventory.)

e. Prepare the journal entry to close the underapplied or overapplied overhead to cost of goods sold.

Question 5 (cont.)

Answers:

a. Predetermined Overhead Rate = Estimated Overhead/Estimated Activity

= $600,000/200,000 direct labour hours

= $3 per direct labour hour
b. Overhead applied during 2014:

= Actual Activity x Predetermined Rate

= 220,000 DLH x $3 per DLH

= $660,000
c. Overapplied overhead for 2014 = Applied Overhead – Actual Overhead

                                                                = $660,000 - $640,000 = $20,000 overapplied


                                       (Actual Costs)
                                                            

Indirect labour
$140,000


Indirect materials
$100,000


Insurance
$  50,000


Utilities
$90,000


Repairs & maintenance
$80,000


Depreciation
$180,000
     Total Actual Overhead    $640,000
d. 
                                          

Direct materials
                                  $540,000


Direct labour
                                       $700,000


Overhead applied
                              $660,000
                    
Total Manufacturing Costs Added     $1,900,000

Cost of Goods Manufactured =   $1,500,000

Beginning work in process inventory = 0
Ending Work in Process = Total Manufacturing Costs Added - Cost of Goods Manufactured
                                           = $1,900,000 - $1,500,000
                                           = $400,000

e. The journal entry to close overapplied overhead to Cost of Goods Sold is:

Overhead
$20,000


Cost of Goods Sold

$20,000
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