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QUESTION I. 20 MARKS
Select the Best Answer:

1. Which of the following is a true statement about costs in incremental analysis?
a. Variable costs are always relevant.
b. Fixed costs are never relevant.
c. Fixed costs are always relevant.
d. Both variable and fixed costs can be relevant

2. A purchasing agent has two potential firms from which to buy materials for production. If both firms charge the same price, what is the material cost?
	a.
	an irrelevant cost

	b.
	a relevant cost

	c.
	a sunk cost

	d.
	an opportunity cost



3. Which of the following costs is irrelevant to a make-or-buy decision?
	a.
	$10,000 of direct labour used to manufacture the parts

	b.
	$30,000 of depreciation on the plant used to manufacture the parts

	c.
	the supervisor’s salary of $25,000 that will be avoided if the part is purchased from an outside supplier

	d.
	$15,000 in rent from leasing the production space to another company if the part is purchased from an outside supplier



4. The division manager of the Steak House Restaurants is considering two possible expansion alternatives. The required investments, expected controllable margins, and the ROIs of each are as follows:

	Project
	Investment
	Controllable Margin
	ROI

	Winnipeg
	  $300,000
	$100,000
	33.33%

	Regina
	  $700,000
	$200,000
	28.57%



	The Steak House division has currently $5,000,000 in invested capital and a controllable margin of $1,500,000. Which one of following projects will increase the Steak House division’s ROI?

a.	Both the Winnipeg and Regina options
b.	Only the Winnipeg option
c.	Only the Regina option
d.	Neither the Winnipeg nor the Regina options





5. If there is excess capacity, what must the minimum acceptable price for a special order cover?
	a.
	variable costs associated with the special order

	b.
	variable and fixed manufacturing costs associated with the special order

	c.
	variable and incremental fixed costs associated with the special order

	d.
	variable costs and incremental fixed costs associated with the special order plus the contribution margin usually earned on regular units



6. Which of the following costs is irrelevant to a decision to sell a product at split-off or process the product further and then sell the product?
a.	joint costs allocated to the product
b.	the selling price of the product at split-off
c.	the additional processing costs after split-off
d.	the selling price of the product after further processing

7. If a firm is at full capacity, what must the minimum special order price cover?
	a.
	variable costs associated with the special order

	b.
	variable and fixed manufacturing costs associated with the special order

	c.
	variable and incremental fixed costs associated with the special order

	d.
	variable costs and incremental fixed costs associated with the special order plus foregone contribution margin on regular units not produced



8. What is a disadvantage of absorption costing?
	a.
	It is not a useful format for decision making.

	b.
	It encourages the dumping of inventory.

	c.
	It reports a lower net income when production is less than sales.

	d.
	It is difficult to gather the fixed and variable costing information.



9. How do controllable margin and contribution margin differ?
a.	The amount of the controllable margin is larger than contribution margin.
b.	The amount of the contribution margin is usually higher than the controllable margin.
c.	They are synonymous terms.
d.	Controllable margin is used for profit centres, while contribution margin is used for cost centres.

10. Which one of the following measures is frequently used to evaluate the performance of the manager of an investment centre, but not profit centres?
a.	The amount of profit generated
b.	The percentage increase in profit over the previous year
c.	Controllable margin
d.	The rate of return on funds invested in the centre





11. Which of the following changes would increase return on investment (ROI)?
	a.
	Decrease sales and expenses by the same percentage.

	b.
	Increase total assets.

	c.
	Increase sales and expenses by the same percentage.

	d.
	Decrease sales and expenses by the same dollar amount.



12. What is a weakness of residual income?
a.	It discourages goal congruence.
b.	It can be misleading when comparing divisions of different sizes.
c.	It routinely results in managers rejecting investment opportunities that would be advantageous to the company as a whole.
d.	It does not take cost of capital into consideration.

13. If the operating asset turnover ratio increased by 30 % and the profit margin increased by 20% , by how much would the ROI change?
	a.
	increase by 20 %

	b.
	increase by 56 % 

	c.
	decrease by 50 %

	d.
	decrease by 60 %



14. If the operating asset turnover ratio increased by 30 % and the profit margin decreased by 30 %, how would the ROI respond?
	a.
	decrease by 9 % 

	b.
	increase by 69 % 

	c.
	increase by 90 % 

	d.
	decrease by 91 %



15. All of the following are correct statements about the target price except it
a.	is the price the company believes would place it in the optimal position for its target audience.
b.	is used to determine a product's target cost.
c.	is determined after the company has identified its market and does market research.
d.	is determined after the company sets its desired profit amount.

16. All of the following are correct statements about the actual cost-based transfer price approach except that it
a.	can understate the actual contribution to profit by the selling division.
b.	can reduce a division manager's control over the division's performance.
c.	bases the transfer price on standard cost instead of actual cost.
d.	provides incentive for the selling division to control costs.





17. All of the following are correct statements about the market-based approach except that it
a.	assumes that the transfer price should be based on the most objective inputs possible.
b.	provides a fairer allocation of the company's contribution margin to each division.
c.	produces a higher company contribution margin than the cost-based approach.
d.	ensures that each division manager is properly motivated and rewarded.

18. The maximum transfer price from the buying division's standpoint is the
a.	total cost + opportunity cost.
b.	variable cost + opportunity cost.
c.	external purchase price.
d.	external purchase price + opportunity cost.

19. The mark-up percentage in the absorption cost-plus approach is calculated by dividing the sum of the desired ROI per unit and
a.	fixed costs per unit by manufacturing cost per unit.
b.	fixed costs per unit by variable costs per unit.
c.	selling and administrative expenses per unit by manufacturing cost per unit.
d.	selling and administrative expenses per unit by variable costs per unit.

20. Variable cost-plus pricing is most effective when a company:
a.	experiences high demand for its products.
b.	produces a product over many years.
c.	has excess capacity.
d.	is operating at full capacity and receives a special order.


QUESTION II. 20 MARKS

The condensed income statement for the Phan and Nguyen partnership for 2012 is as follows:                           
PHAN AND NGUYEN LLP
Income Statement
Year Ending December 31, 2012

Sales (160,000 units)  			 $1280, 000
Cost of goods sold				      800,000
Gross profit 			     	 	     480,000
Operating expenses 
	Selling 		$200,000
	 Administrative	  400,000 	      600,000
Net loss 					   $(120,000)

A cost behaviour analysis indicates that 75% of the cost of goods sold is variable, 50% of the selling expenses are variable, and 25% of the administrative expenses are variable.
Instructions:  (Round to nearest unit, dollar, and percentage, where necessary. 
		Use the CVP income statement format in calculating profits.)
a) Calculate the break-even point in total sales dollars and in units for 2012. (6 Marks)

b) Phan has proposed a plan to get the partnership “out of the red” and improve its profitability. She feels that the quality of the product could be substantially improved by spending $0.50 more per unit on better raw materials. The selling price per unit could be increased by $0.50 because of competitive pressures. Phan estimates that sales volume will increase by 40%. What effect would Phan's plan have on the partnership's profits and its break-even point in dollars? (6 Marks)

c) Nguyen was a marketing major in university. He believes that the sales volume can be increased only by intensive advertising and promotional campaigns. He therefore proposed the following plan as an alternative to Phan's: (1) increase variable selling expenses to $0.75 per unit, (2) lower the selling price per unit by $0.25, and (3) increase fixed selling expenses by $50,000. Nguyen believes that sales volume would increase by 210% if these changes were made. What effect would Nguyen's plan have on the partnership's profits and its break-even point in dollars? (5.5Marks) 

d) Determine which plan should be accepted. Explain your answer. (2.5 Marks)


	

	QUESTION III. 20 MARKS

Quebec Products manufactures and sells a variety of swimming products. Recently, the company opened a new plant to manufacture a lightweight, inflatable boat. Cost and sales data for 2012 are shown below: 
			Manufacturing costs
	 
	 

	Fixed overhead costs
	$150,000
	 

	Variable overhead
	$5
	per boat

	Direct labour
	$10
	per boat

	Direct materials
	$10
	per boat

	Beginning inventory
	0
	boats

	Boats produced
	50,000
	 

	Boats sold
	46,000
	 

	Selling and administrative costs
	 
	 

	Fixed
	$300,000
	 

	Variable
	$8
	per boat sold








The boat sells for $60. Management is interested in the first year's results and has asked for an income statement.

Instructions
	(a)  
	Assuming the company uses absorption costing: 
	[image: http://edugen.wileyplus.com/edugen/courses/crs6454/common/art/pixel.gif]
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		1.   
	Calculate the product cost per unit. (2.5 Marks)

	2.   
	Prepare an income statement for 2012. (3.5 Marks)
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	(b)  
	Assuming the company uses variable costing: 
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	1. Calculate the product cost per unit. (2 Marks)
2. Reconcile the difference in net income between the absorption-costing and variable-costing methods for 2012. (2 Marks)
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	(c)  
	Assuming the company uses throughput costing: 
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		1.   
	Calculate the product cost per unit. (1 Mark)

	2.   
	Reconcile the difference in net income between the variable-costing and throughput-costing methods for 2012. (3 Marks)
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	      (d)
	Assume the company uses normal costing and uses the budgeted volume of 60,000 units to allocate the fixed overhead rate rather than the actual production volume of 50,000 units. The company expenses production volume variance to cost of goods sold in the accounting period in which it occurs. Do the following: 
	[image: http://edugen.wileyplus.com/edugen/courses/crs6454/common/art/pixel.gif]
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		1.   
	Calculate the product cost per unit. (2.5 Marks)

	2.   
	Reconcile the difference in net income between the absorption-costing and normal-absorption costing methods for 2012. (3.5 Marks)











QUESTION IV. 20 MARKS

		Kirkland Inc. began operations in August 1, 2013. The information below is for Kirkland Inc.’s operations for the four months from August 1, to November 30, of 2013.

	a.
	The August 31st balance sheet:

	
	
Cash
	$ 25,500 
	Accounts payable(1)

	$ 53,760

	
	Accounts receivable
	 90,000
	Capital stock
	265,000

	
	Inventory
	 28,800
	Retained earnings
	25,540

	
	Building and equipment (net)
	200,000
	
	


-------------------------------------------------------------------------------------------------------
(1)  (inventory suppliers)


	b.
	Actual sales for August and budgeted sales for September, October, and November are given below:

	
	August
	$120,000

	
	September
	360,000

	
	October
	200,000

	
	November
	180,000



	c.
	Sales are 25 % for cash and 75 % on credit. All credit sales are collected in the month following the sale. There are no bad debts.

	d.
	The gross margin percentage is 60 % of sales. The desired ending inventory is equal to 20 % of the following month’s sales. One fifth of the purchases are paid for in the month of purchase and the rest is purchased on account and paid in full the following month.

	e.
	The monthly cash operating expenses are $80,000, including the monthly depreciation expense of $7,000.

	f.
	During September, Kirkland Company will purchase new office equipment for $17,000 cash.

	g.
	Dividends of $13,500 were declared and paid in September.

	h.
	The company must maintain a minimum cash balance of $25,000. A line of credit is used to maintain this balance. Borrowing will be made in increments of $1,000. All borrowing is done at the beginning of the month and repayments are made at the end of the month. The annual interest rate is 12 %, paid when the loan is repaid (ignore accrual of interest in financial statements) 



Instructions:
1. Prepare Kirkland Inc.’s cash budget for the month of September,  (9 Marks)

2. Prepare Kirkland Inc.’s income statement for the month of September, (3.5 Marks)

3. Prepare Kirkland Inc.’s balance sheet at the end of September. (7.5 Marks)

QUESTION V. 20 MARKS
Montreal Inc. uses a standard cost accounting for the manufacture of exhaust fans. Montreal Inc. uses a flexible budget to forecast standard costs at various levels of activity. For the past year, Montreal Inc. had standard direct materials costs $20 per unit of exhaust fan (5 kilograms @ $4.00); standard direct labour hour costs $15 per hour, and a standard overhead rate $15 per direct labour hour.  The standard overhead rate was computed based on relevant range of activity where budget overhead costs were $150,000 for 10,000 direct labour hours and $180,000 for 20,000 direct labour hours. 
During the past year Montreal Inc. had the following data:
1. Direct material purchased: 25,000 Kilograms at $4.50 per Kilogram
2. Direct material used: 22,000 Kilograms
3. Actual direct labour costs: $114,700
4. Actual production: 4,000 units
5. Fixed overhead volume variance: $24,000 U
6. Variable overhead efficiency variance: $1,800 F
7. Actual fixed overhead costs: $130,000
8. Actual variable overhead costs: $22,000

Instructions:
Calculate the following:
a. Direct materials price, usage (quantity), and total direct materials budget variances. (4 Marks)

b. Standard direct labour hours allowed per unit of exhaust fan and the actual direct labour rate per hour. (7 Marks)

c. Direct labour rate, efficiency (quantity), and total direct labour budget variances. (3 Marks)

d. Variable overhead spending and total variable overhead budget variances.  	(3 Marks)

e. Fixed overhead spending and total fixed overhead variances. (3 Marks)




Question I – 20 marks

1. d
2. a
3.b
4.b
5,c
6. a
7.d
8.a
9.b
10.d
11. c
12.b
13.b
14. a
15.d
16.d
17.c
18.c
19. c
20.c 


Question II -  20 marks
(a)  BE point in total sales dollars and in units for 2012.  6 MARKS 			                                                                                 
	
	Costs:
	Variable
	
	Fixed
	

	
	Cost of goods sold (75%; 25%)
	$600,000
	
	$200,000
	

	
	Selling (50%; 50%)
	100,000
	
	100,000
	

	
	Administrative (25%; 75%)
	100,000
	
	300,000
	

	
	     Total
	$800,000
	
	$     600,0000              
	  


          BE in units = FC $600,000 ÷ (CM=  8 - 5 = 3) = 200,000 units 
          BE in sales dollars =   BE  200,000 u x $ 8 = 1,600,000 
	OR FC$600,000 ÷ CM %($3  ÷ $8  37.5%) = $1,600,000 

(b)	Effect would Phan's plan have on the partnership's profits and its break-even point in dollars? 6 MARKS 
		 		
	Sales: (224,000 . × $8.50)
	
	$1,904,000

	
	Less:  variable costs (224,000  × $5.50)
	
	1,232,000

	
	Total CM
	
	672,000

	
	Less:  fixed costs 
	
	600,000

	
	Operating income before tax   
	
	$72,000


				
	
	

	
	BE in units = $600,000 ÷ CM $3 = 200,000 units 
BE in sales = 200,000 u x SP 8.50 = $1,700,000   OR $600,000 ÷ CM ratio 0.3529411 = $1,700,000 



This plan would have no effect on the break-even point in units, but increases break-even point in sales dollars because of the higher selling price. 

	(c)
	Effect of Nguyen's plan on the partnership's profits and its break-even point in dollars. 5.5 MARKS 

	
	Sales: (496,000  × $7.75)
	
	$3,844,000

	
	Less:  variable costs (496,000 × $5.75 
	
	2,852,000

	
	Contribution margin
	
	992,000

	
	Less:  fixed costs 
	
	650,000

	
	Operating income before tax 
	
	$342,,000


											     
	
	
	

	BE in sales = $650,000 ÷ CM ratio 25.81% = $2,518,404 

	
	BE in units = $650,000 ÷ $2 = 325,000 units 


This plan would have INCREASE the break-even point in units AND SALES DOLLARS. It produces higher operating income.

(d)   d) Nguyen's plan should be accepted because  . 2.5 MARKS 
              - produces higher operating income but with risk that it requires higher breakeven in $ and in units





	

	
	QUESTION III – 20 marks
	

	(a)  (6 MARKS TOTAL)
      Direct material 
	$10

	             Direct labour
	10

	             Variable manufacturing overhead
	5

	             Fixed Manufacturing overhead ($150,000 ÷ 50,000
	3

	                           Product cost per unit
	$28


										                 
                                    Absorption Costing Income Statement
	Sales (46,000 units × $60) 
	
	$2,760,000

	Less:  COGS (46,000 units × $28) 
	
	1,288,000

	Gross profit 
	
	1,472,000

	Less:  Variable S&A  (46,000 × $8)
	$368,000
	

	            Fixed S&A  
	300,000
	668,000

	Net Income before tax 
	
	$804,000


	
	(b) (4 MARKS TOTAL)
      (1)    Direct materials 
	$10

	              Direct labour
	10

	              Variable manufacturing overhead
	5

	          Product cost per unit 
	$25 



	       


	The difference in net income is $12,000 ($804,000 – $792,000) 
         =  4,000 units x $3 fixed overhead rate. 



(c)  (4 MARKS TOTAL)
       (1)	DM = $10 per unit. 
       (2) The difference is $60,000   = 4,000 ×(direct labour $10 + variable MOH, $5).

	(d) (6 MARKS TOTAL)

      (1)   Direct material 
	$10.00

	             Direct labour 
	10.00

	             Variable manufacturing overhead 
	5.00

	             Fixed Manufacturing overhead ($150,000 ÷ 60,000)   
	2.50

	                           Product cost per unit
	$27.50


                                                                                                             					
	The difference in net income is $2,000 = 4,000 x ($3– $2.5)                                                                                    


	QUESTION IV – 20 marks

1. Cash budget For the month of September: 9 Marks

	
	

	Beginning cash balance
	$ 25,500 
	

	

	Cash receipts:
	
	

	     September ($360,000 x 0.25) 
	  90,000 
	

	     August (A/R)
	  90,000 
	

	Cash available
	
	$205,500

	
	
	

	Cash disbursements:
	
	

	     Purchases—August (A/P)
	$ 53,760 
	

	     Purchases—September 
	   26,240 
	

	Cash expenses ($80,000 - $7,000 Dep)
	   73,000 
	

	Equipment purchase
	   17,000 
	

	Dividends
	   13,500 
	

	     Total disbursements
	
	 183,500

	Excess of cash
	
	$ 22,000

	Borrow 
	
	    3,000 

	Repay 
	
	     0 

	Interest
	 
	     0          . 

	Ending cash balance
	
	$ 25,000

	
	
	



1)  (COS 360,000 x.4=144,000) + (end 20%x 200,000x.4) – beg 28,800 = purchases of sept= 131,200 x 20% = $26,240
 And  Payable = 131,200 x 80% = $104,960 FOR BS in 3.
	
2. Income Statement  3.5 marks
	

	
Revenue 
	$360,000

	COGS ($360,000 X 40%) 
	 144,000

	Gross margin 
	$216,000

	Operating expenses 
	    80,000

	Net income 
	$136,000



	3. Balance sheet :7.5 marks
	
	
	

	
Cash            
	
$ 25,000
	
Accounts payable
	
$104,960


	Accounts receivable ($360,000 X .75)

	 270,000
	Loans payable
	3,000

	Inventory (200,000x.2x.4) 

	   16,000
	Capital stock
	265,000

	Building and equipment (net)(200+17-7) 
                                         
	 210,000
	Retained earnings
	 148,040

	
	$521,000
	
	$521,000





QUESTION V – 20 marks
a)   4 MARKS TOTAL
 Materials price variance:  
        	   (25,000 purchased × $4.50) – (25,000 × $4.00) = 12,500 U 
             
                Materials usage (quantity) variance: 
       	    (22,000 × $4.00) – (20,000 × $4.00) =   	8,000 U =   
        	    
   	Direct materials total budget variances =      
  	$12,500U (or 11,000) + $8,000 U =$20,500U or 19,000 U 

b) 7 MARKS TOTAL
	Using Hi-Lo method to know fixed MOH and variable MOH rate per DLH
VOH Rate = ($180,000 - $150,000) / (20,000 – 10,000) = $3.00/DLH 
Total fixed MOH = $180,000 – (20,000 X $3) = $120,000 
Fixed MOH rate =$15 - $3 VOH = $12 /DLH 
MB HOURS = $120,000 / $12 = 10,000 DLH 

To find SH/unit: use volume FOH variance
(BH 10,000 – SH) x $12 = $24,000 U (given)
so SH = 8,000 / 4,000 units produced = 2 hrs/unit 
 
To find actual DL rate :  use VOH efficiency variance to find total actual hours
(AH – SH) x SR = (AH – 8,000) $3 = 1,800 F given 	
So total AH =  7,400 
So DL rate = $114,700/ 7,400 = $15.50 

c) Labour variances = 3 marks
Price/rate = .50 x 7,400 =					 3,700 U 
Qty/efficiency/hours = 600 x 15 = 				 9,000 F 
Total budget = 114,700 – (8,000 x 15 = 120,000) =	 5,300 F  

d)   Variable MOH variances 
Total variable budget = 22,000 – (3 x 8,000  = 24,000) = $2,000 F   
- Efficiency 	(given)				      (1,800 F)     
= spending (by deduction)				       = 200 F      

e) 	Fixed MOH variances = 3 marks
		Total = 130,000 – (12 x 8,000 = 96,000) = 		34,000 U 
      		Less volume (given)					24,000 U 
		Spending (by deduction)					10,000 U 
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