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Quiz #2


ADM 2341B GRADING MASTER
Managerial Accounting

October 9th, 2014

Professor:  Robert Bergquist	DURATION:  40 minutes

NAME:  __________________________________________

STUDENT #:  ________________________

YOU MUST SIGN IN THE BOX BELOW  
	Statement of Academic Integrity
The School of Management does not condone academic fraud, an act by a student that may result in a false academic evaluation of that student or of another student. Without limiting the generality of this definition, academic fraud occurs when a student commits any of the following offences: plagiarism or cheating of any kind,  use of books, notes, mathematical tables, dictionaries or other study aid unless an explicit written note to the contrary appears on the exam, to have in his/her possession cameras, radios (radios with head sets), tape recorders, pagers, cell phones, or any other communication device which has not been previously authorized in writing. 

Statement to be signed by the student:
I have read the Statement of Academic Integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  

Note: an examination copy or booklet without that signed statement will not be graded and will receive a final exam grade of zero. 



Instructions:
1. Answer all questions in this booklet.  The booklet is not to be removed from the examination room.  You may separate the pages but ensure that you put them back together and staple before handing in the exam for grading. Ensure that you show all supporting calculations.
2. Limit your answer to the space provided.  Indicate if you use the back of a page.
3. The use of standard abbreviations (for example, TC for Total Costs, VC for Variable Costs) is quite acceptable.
4. Please do not ask the invigilators questions.  Make reasonable assumptions where necessary.
5. Language dictionaries are allowed.
6. The use of electronic communication devices such as cell phones is strictly prohibited during the exam.  Sharing of calculators is also strictly prohibited.
7. YOU MUST SIGN IN THE Statement of Academic Integrity BOX ABOVE.

	MULTIPLE CHOICE
	
	20

	QUESTION 1
	
	15

	QUESTION 2
	
	5

	QUESTION 3
	
	10

	TOTAL
	
	50




PART I – MULTIPLE CHOICE:
Circle the best response for each of the following:

1. 	The contribution margin ratio always increases when which of the following occurs?

A.	Variable expenses as a percentage of sales increase.
B.	Variable expenses as a percentage of sales decrease.
C.	Break-even point increases.
D.	Break-even point decreases.


2.	North Company sells a single product. The product has a selling price of $30 per unit and variable expenses are 70% of sales. If the company's fixed expenses total $60,000 per year, then what will be its break-even?
Calculations:
60,000/0.3 = 200,000

A.	$60,000.
B.	$85,714. 
C.	$42,000.
D.	$200,000.


3. 	How is the margin of safety percentage computed?
A.	Break-even sales divided by Total sales.
B.	Total sales minus Break-even sales.
C.	(Total sales-Break-even sales) divided by Break-even sales.
D.	(Total sales-Break-even sales) divided by Total sales.

4. 	Ostler Company's operating income last year was $10,000, and its contribution margin was $50,000. Using the operating leverage concept, if the company's sales increase next year by 8%, by what percentage can its operating income expect to increase?
Calculations:
DOL = 50,000/10,000 = 5.0
If Sales up by 8%, OI up by .08 x 5 = 0.4

A.	20%.
B.	16%.
C.	160%.
D.	40%.



5.	How is the degree of operating leverage calculated? 

A.	Contribution margin divided by sales.
B.	Gross margin divided by operating income.
C.	Operating income divided by sales.
D.	Contribution margin divided by operating income.



6. 	The following is last month's contribution format income statement:

 [image: ]

What is the company's margin of safety in dollars?
Calculations:
CM Ratio = 6/15 = 40%; BE = 500,000/0.40 = 1,250,000
Margin of Safety = $1,500,000 – 1, 250,000 = 250,000

A.	$100,000.
B.	$600,000. 
C.	$1,500,000.
D.	$250,000.


7. 	Which of the following best describes a typical participative budget?
A.	It is NOT subject to review by higher levels of management since to do so would contradict the participative aspect of the budgeting processing.
B.	It is NOT subject to review by higher levels of management except in specific cases where the input of higher management is required.
C.	It is subject to review by higher levels of management in order to prevent the budgets from becoming too loose.
D.	It is NOT critical to the success of a budgeting program.


8. 	Which of the following is NOT a benefit of budgeting?

A.	It uncovers potential bottlenecks before they occur.
B.	It coordinates the activities of the entire organization by integrating the plans and objectives of the various parts.
[bookmark: _GoBack]C.	It ensures that accounting records comply with generally accepted accounting principles.
D.	It provides benchmarks for evaluating subsequent performance.


9. 	The PDQ Company makes collections on credit sales according to the following schedule:

25% in month of sale
70% in month following sale
4% in second month following sale
1% uncollectible

The following sales have been budgeted:

 [image: ]

What would be the cash collections in June?[image: ]


A.	$110,000.
B.	$111,500.
C.	$113,400.
D.	$115,500.


10. 	Walsh Company expects sales of Product W to be 60,000 units in April, 75,000 units in May, and 70,000 units in June. The company desires that the inventory on hand at the end of each month be equal to 40% of the next month's expected unit sales. Due to excessive production during March, there were 25,000 units of Product W in the ending inventory on March 31. Given this information, what should be Walsh Company's production of Product W for the month of April?Calculations: [image: ]


A.	60,000 units.
B.	65,000 units. 
C.	66,000 units.
D.	75,000 units.




E N D   O F   M U L T I P L E   C H O I C E
PART II – PROBLEMS – 30 marks
Question 1: 15 marks
The following is Alsatia Corporation's contribution format income statement for last month:
  [image: ]

The Company has no beginning or ending inventories and produced and sold 10,000 units during the month.

Required:

a) 	What is the company's contribution margin ratio? (2 marks)

			$50/$140 = 

CONTRIBUTION MARGIN RATIO:_________35.71%__________

b) 	What is the company's break-even in units? (2 marks)


$300,000 ÷ $50 = 6000


BREAK-EVEN POINT IN UNITS:_____6,000 units___________




Question 1 - continued

c) 	If sales increase by 100 units, by how much should operating income increase?
(2 marks)

100 x $50 = $5,000

OPERATING INCOME INCREASE:_____$5,000_________


d) 	How many units would the company have to sell to attain target operating income of $225,000? (2 marks)

$225,000 + 300,000 ÷ 50 = 

UNITS TO ATTAIN $225,000 OPERATING INCOME:____10,500 units___________

e) 	What is the company's margin of safety in dollars? (2 marks) 

BEP in $ = 6,000 x $140 = $840,000; MS = $1,400,000 – 840,000 = $560,000


MARGIN OF SAFETY IN DOLLARS:______$560,000___________


f) 	What is the company's margin of safety percentage? (1 mark) 

$560,000/$1,400,000 = 40%


MARGIN OF SAFETY %:______40%__________

g) 	What is the company's degree of operating leverage? (2 marks)

$500,000 ÷200000 = 2.5

DEGREE OF OPERATING LEVERAGE:______2.5_________
h) 	If Sales were to decrease by 5% by how much would Operating Income decrease in dollars? (2 marks)
2.5 x .05 = .125 or 12.5 % is effect on OI; Therefore OI decrease by .125 x 200,000
										Or  $25,000


DECREASE IN OPERATING INCOME:_____$25,000____________



Question 2 – 5 marks
The Doley Company has planned the following sales for the next three months:

[image: ]
 
Sales are made 20% for cash and 80% on account. From experience, the company has learned that a month's sales on account are collected according to the following pattern:

[image: ]
Required:
Compute the budgeted cash receipts for March.
[image: ]










2 marks for separating into Cash and Credit Sales; 1 mark each for correct March, February and January Collections.





Question 3 – 10 marks
Sound Communication has budgeted sales of its innovative smartphone over the next four months as shown in the table below:  
[image: ]

The company is now in the process of preparing a production budget for the third quarter.  Past experience has shown that end-of-the-month inventories of finished goods must equal 10% of the next month’s sales.  The inventory at the end of June was 3,000 units.

Required:  Complete the table below to show the total production required each month and in total for the quarter. (2/3 mark for each correct entry.)

[image: ][image: ]
 1 mark for each correct answer.

If a mistake is carried through consistently take only 1 mark for each incorrect calculation.
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Total Per Unit

Sales  $1,400,000 $140

Less: Variable Expenses 900,000      90           

Contribution Margin $500,000 $50

Less: Fixed Expenses 300,000     

Operating Income $200,000
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