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1. This examination will last Three (3) hours and consists of SIX (6) Questions printed on (10) pages including this page. Make sure your copy of the exam is complete before starting. 

2. Write all your answers, including the multiple choice question in the lined examination answer booklet that has been provided to you separately.  You may answer the Questions in any order. Indicate clearly your professor’s name on the front of the booklet. 

3. Your answers may be written in pencil or ink.

4. Read the Questions carefully and budget your time carefully. Show details of all work in order to benefit from part marks.  Attempt all Questions.
5. This is a closed book examination; no reference to notes, etc. is allowed.  However, a silent hand-held four-function calculator and one standard (not electronic) dictionary are permitted. 

6. Invigilators will not answer questions, unless you think there is an error in the examination questionnaire.

7. Keep the exam questions and submit your lined examination answer booklet with IBM sheet to the invigilator.




QUESTION I. 20 POINTS

Select the best Answer: 1 Mark each

1. When can the operating leverage be used to predict the impact of changes in sales on net income?
a. When total fixed cost remain constant 
b. When the selling price remains constant
c. All of the above
d. None of the above

2. Company generated a net income of $75,000 with an operating leverage of 3.5. What is the company’s net income if sales increases by 20%?
a. $52,500
b. $90,000
c. $127,500
d. $262,500

3. Which of the following statement is NOT true about Cost-Volume-Profit (CVP) Analysis?
a. The difference between Expected Sales and Break-Even Sales is the Margin of Safety Sales.
b. For CVP Analysis costs must be classified into variable and fixed costs.
c. If the sales mix is provided in sales dollars, the Weighted Average Contribution Margin Ratio must be used. 
d. To convert before tax income into after tax income, the income figure is divided by (1 – tax rate).

4. The beginning and ending Work in Process inventory of Company Steel was $500. Which of the following statements is TRUE?
a. Total manufacturing costs equal Cost of Goods Manufactured
b. Total manufacturing costs equal Cost of Goods Sold
c. Total manufacturing cost equal Cost of Goods Manufactured and Cost of Goods Sold
d. Beginning and ending raw materials inventory remained also constant

5. Select the most suitable activity-cost driver for storage overhead costs?
a. Number of units produced
b. Hours worked by storage department
c. Number of storage shelves
d. Square meters of space occupied




6. What makes activity-based costing more accurate compared to traditional costing?
a. It uses many activity-based overhead rates for overhead allocation.
b. It uses unit activity-based and non-unit activity-based rates for overhead allocation.
c. Activity-based costing uses actual overhead cost information. 
d. Overhead costs are more precisely planned and measured under activity-based costing.

7. Which of the following statements is true about the job cost sheet?
a. It only lists costs incurred during a given month.
b. It lists manufacturing and non-manufacturing costs of a specific job.
c. It replaces the general ledger.
d. It accumulates prime costs and manufacturing overhead of a specific job.

8. What is true about accounting for indirect materials in job-order costing?
a. Used indirect materials are debited to the Work in Process Account
b. Indirect materials used in production are a manufacturing fixed costs
c. The raw materials requisitions slip informs on the indirect materials used
d. Machine hours is used as activity level for assigning indirect materials to cost objects

9. All the following statements on process costing are incorrect EXCEPT for:
a. The production cost report helps to reconcile transferred-out costs and beginning work in process costs.
b. Under Weighted Average and FIFO method, physical units are converted into equivalent units.
c. To calculate the total cost per unit under FIFO method, total accumulated costs are divided by the equivalent units. 
d. Weighted average does not include beginning work in process cost in the cost per unit calculation.

10. Which statement below describes a variable cost?
a. It varies inversely in total with changes in the level of activity.
b. It remains constant in total over different levels of activity.
c. It varies in total with changes in the level of activity.
d. It varies proportionately per unit with changes in the level of activity.









11. Because the weighted average and FIFO methods treat beginning inventory differently, if a firm has beginning inventory in a process costing system and the Weighted Average method is used, it will
a. Always have a lower number of equivalent units of production for conversion costs than the FIFO method
b. Always have a higher number of equivalent units of production for conversion costs than FIFO method
c. Always have a higher cost per equivalent unit than the FIFO method for materials
d. Always have a lower cost per equivalent unit than the FIFO method for conversion costs

12. Which of the following statements is TRUE about managerial accounting:
a. Managerial accounting provides standardized and aggregated accounting information.
b. Managerial accounting follows generally acceptable accounting standards. 
c. Managerial accounting follows the managerial accounting code for ethics.
d. None of the above 

13. If a company has no fixed manufacturing costs in the relevant range of production, 
a. then Cost of Goods Sold equal the Contribution Margin
b. then the company has only direct cost of production
c. then the company has only no conversion costs
d. then there are no economies of scales in the production

14. If the Margin of Safety Ratio is 30% and Total Costs at Break-Even are $350,000, then the expected sales are
a. $105,000
b. $500,000
c. $670,000
d. $1,666,667

15. Indirect labour is considered a part of which of the following costs?
a. Period cost
b. Non-manufacturing cost
c. Product cost
d. All of the above








16. Manufacturing overhead is applied based on machine hours. Everything else being equal, which of the following statements is NOT true?
a. If the estimated machine hours are larger than the actual machine hours, then manufacturing overhead is over-applied.
b. If the estimated machine hours are larger than the actual machine hours, then manufacturing overhead is under-applied.
c. If estimated overhead costs are larger than actual overhead costs, overhead is over-applied.
d. There is no over-/under-applied overhead if estimated overhead cost per unit equal actual overhead cost per unit. 

17. Company XYZ generates sales of $3.5 million and had $1.8 Cost of Goods Sold in the first quarter. In the second quarter, the company generated $5.25 million in sales and had $2.45 million Cost of Goods Sold. Over the two quarters, the selling price was $35 per unit and fixed Cost of Goods Sold remained constant. Fixed costs of goods sold are henceforth?
a. $700,000
b. $600,000
c. $500,000
d. $400,000

18. Peter Co. has a contribution margin ratio of 30% and a breakeven point of $50,000 in sales. If the firm reports net income of $120,000 after taxes of 50%, what were total sales for the year?
a. $875,000
b. $850,000
c. $650,000
d. None of the above

19. Which of the following is a non-value adding activity of a car manufacturer?
a. Storing semi-finished cars
b. Painting a car
c. Assembly of a car
d. Packaging the final product

20. The Contribution Margin is larger than Gross Profit if
a. fixed manufacturing overhead is larger than variable selling and administrative expenses
b. variable selling and administrative expenses are larger than fixed manufacturing overhead
c. direct cost of production equal variable selling and administrative expenses
d. there are no variable manufacturing overhead


Select the best Answer: 1 Mark each
1. C
2. C
3. D
4. A
5. D
6. B
7. D
8. C
9. B
10. C
11. B
12. D
13. D
14. B
15. C
16. A
17. C
18. B
19. A
20. A





QUESTION II. 16 POINTS
Montreal Company reports the following inventory data for the month of June: 
	 
	     June 1
	June 30

	Direct materials
	 $ 150
	     $ 80

	Work in process
	     240
	      180

	Finished goods
	     340
	      250


· Direct materials purchases were $240.
· Direct costs of production were $460.
· Variable costs of production were $380.
· Indirect costs of production were $380.
· Selling and administrative costs were $310.
· The company’s pricing policy is to add 50% as mark-up on Cost of Goods Sold.
Instructions:
1. Prepare a cost of goods manufactured schedule in proper format for Montreal Company for the month of June. (10 Marks)
2. Prepare an income statement in proper format for Montreal Company for the month of June. (6 Marks)



c/o = carry-over mistake

Question II
A) Prepare a cost of goods manufactured schedule (10 PTS)
					Montreal Company
Cost of Goods Manufactured Schedule
For the month of June 1 PT
Work in Process, June 1 each # = .75 PT							$240
Total Manufacturing Costs: 
Direct Materials Inventory, June 1				$150
+ Direct Materials Purchased					  240
= Total Direct Materials Available for Use			  390 c/o
- Direct Materials Inventory, June 30				    80
= Direct Materials Used							$310 c/o 
Direct Labour ($460 Direct cost of production – $310 DM used c/o)   	  150
Manufacturing Overhead (Indirect cost of production)			   380
Total Manufacturing Costs									 840 c/o
Total Cost of Work in Process								 1080 c/o
- Work In Process Inventory, June 30								   180
Cost of Goods Manufactured								 	   900 c/o

B) Prepare an income statement (6 PTS)
Montreal Company
Income Statement for the month of June 1 PT

Sales ($990 CoGS c/o x 1.5)							$1,4851 PT
Cost of Goods Sold: each # = .5 PT
Finished Goods Inventory, June 1		 $340
+ Cost of Goods Manufactured		   900 (from a) c/o
= Cost of Goods Available for Sale		1,240 c/o
- Finished Goods Inventory, June 30		   250
= Cost of Goods Sold								      990 c/o
Gross Profit									      495 c/o
Selling and Administrative costs						      310
Net Income								                  185 c/o



QUESTION III. 16 POINTS
PART-A 10 MARKS

Laubitz Company begins operations on April 1. Information from job cost sheets shows the following: 
	Manufacturing Costs Assigned

	Job Number
	April
	May
	June
	Month Completed

	10
	      $7,500
	   $4,400
	 
	May

	11
	       5,100
	    5,900
	    $3,000
	June

	12
	       1,200
	 
	 
	April

	13
	 
	    4,700
	     3,400
	June

	14
	 
	    5,400
	      3,600
	Not complete


Each job was sold for 40% above its cost in the month following completion.
Instructions

(a)  Calculate the balance in Work in Process Inventory at the end of each month.
(b)  Calculate the balance in Finished Goods Inventory at the end of each month.
(c)  Calculate the gross profit for May, June, and July.

PART B 6 MARKS

Easy Decorating uses a job-order costing system to collect the costs of its interior decorating business. Each client's consultation is treated as a separate job. Overhead is applied to each job based on the number of decorator hours incurred. Listed below are data for the current year: 

	Estimated overhead
	$920,000

	Actual overhead
	$942,800

	Estimated decorator hours
	    40,000

	Actual decorator hours
	    40,500


The company uses Operating Overhead in place of Manufacturing Overhead.
Instructions
        (a)  Calculate the predetermined overhead rate.
        (b)  Prepare the journal entry to apply the overhead for the year.
        (c)  Determine whether the overhead was under- or over-applied and by how much.


Question III – Part A (10 PTS)
A) Calculate the balance in Work in Process Inventory at the end of each months (6 PTS)

Ending Work in Process April = $7,500 + $5,100 = $12,600  2PTS
Comment: Cost of Job 10 and 11 in April.

Ending Work in Process May = $5,100 + $5,900 + $4,700 + $5,400 = $21,100 2PTS 
Comment: Accumulated Cost of Job 11 and Cost of Job 13 and 14

Ending Work in Process June = $5,400 + $3,600 = $9,000  2PTS 
Comment: Accumulated Cost of Job 14

B) Calculate the balance in Finished Goods Inventory at the end of each months (2.5 PTS)
Ending Finished Goods Inventory April = $1,200 0.5 PTS
Comment: Cost of Job 12

Ending Finished Goods Inventory May = $7,500 + $4,400 = $11,900  1PT
Comment: Accumulated Cost of Job 10

Ending Fin. Goods Inventory June = $5,100 + $5,900 + $3,000 + $4,700 + $3,400 = 22,100 1PT
Comment: Accumulated Cost of Job 11 and 13

C) Calculate the gross profit for May, June, and July (1.5 PTS)
Gross Profit May = $1,200 c/o x 0.40 = $480 0.5 PT
Comment: Job 12 sold in May

Gross Profit June = $11,900 c/o x 0.40 = $4,760 0.5 PT
Comment: Job 10 sold in June

Gross Profit July = $22,100 c/o x 0.40 = $8,840 0.5 PT
Comment: Job 11 and 13 sold in July


Question III – Part B (6 PTS)
A) Calculate the predetermined overhead rate (1 PT)
Predetermined overhead rate 
= $920,000 estimated overhead / 40,000 estimated decorator hours 
= $23 per decorate hour 1PT


B) Prepare the entry to apply the overhead for the year (3 PTS)
Total Applied Overhead = $23 c/o predetermined overhead rate x 40,500 actual decorator hours = $931,500 1.5PT

Journal entry: 1.5 PTS

Debit: WIP Inventory			$391,500 c/o
Credit: Operating Overhead		$391,500 c/o

C) Determine whether the overhead was under- or over-applied and by how much (2 PTS)

Actual overhead 		= $942,800
Total Applied Overhead	= $931,500 c/o
Difference		       	      $11,300 1.5 PTS under-applied 0.5 PTS c/o operating overhead 

As actual overhead > applied overhead, overhead is under-applied by $11,300.



QUESTION IV. 16 POINTS

The ledger of Magdy Company has the following work in process account: 
	
                                         Work in Process—Painting

	         5/1
	Balance
	$3,570
	5/31
	Transferred out
	$?

	       5/31
	Materials
	  6,480
	 
	 
	 

	       5/31
	Labour
	  2,400
	 
	 
	 

	       5/31
	Overhead
	  1,568
	 
	 
	 

	5/31
	Balance
	$?
	 
	 
	 



Production records show that there were 400 units in the beginning inventory, 30% complete, 1,200 units started, and 1,200 units transferred out. The units in ending inventory were 40% complete. Materials are entered at the beginning of the painting process. Conversion costs incur uniformly throughout the process.
Instruction
Prepare a production cost report for Magdy Company. Please note that all necessary information is provided to prepare a production cost report.





Question IV (16 PTS)
Comment: As beginning rate of completion and only the total beginning WIP costs are provided only the FIFO method can be used.

FIFO

Step 1 & 2 – Physical units and Equivalent units 
					Physical units
Units to be accounted for:
Beginning WIP inventory 		   400 units
+ Units started into production	1,200 units
= Total units				1,600 units

					Physical Units		Equivalent Units
								Materials	CC
Units to complete beg. WIP		400			0 1 PT		280 1 PT 
(= (1-0.3) x 400)
Units started and completed		800 			800 1 PT	 800 1 PT
Ending WIP				400			400 1 PT	160 1 PT
Total units				1,600			1,200		1,240
								(3 PTS)	(3 PTS)

Step 3 - Calculation of per unit costs 

				Materials		CC			Total
Cost incurred during period	$6,480			$2,400 Labour
							$1,568 Overhead
Total Costs			$6,480	1 PT		$3,968 1 PT
/ Total  EQ units	        	  1,200	c/o		  1,240 c/o
= Cost per unit			    $5.4	 1 PT		    $3.2	 1 PT		= $8.60
				  (2 PTS)		  (2 PTS)



Step 4 - Cost Reconciliation (6 PTS)

Costs to be accounted for:
Beg. WIP				  $3,570
Costs incurred during the period	$10,448
Total costs:				$14,018
					   1 PT
Costs accounted for:
Total Cost of units transferred out:
Beginning WIP Costs 			= $3,570 1 PT
Costs to complete beg. WIP		=     $896 c/o	(= 280 units x $3.2 CC per unit) 1 PT
Cost of units started and completed	=  $6,880 c/o	(=800 units x $8.60 per unit) 1 PT
Total Cost of units transferred out	= 		$11,346 c/o

End. WIP
   - DM (= 400 units x $5.4 per unit)	= $2,160 c/o 1 PT
   - CC (= 160 units x $3.2 per unit)	= $    512 c/o 1 PT
Total End. WIP					= $2,672 c/o

Total costs:						 $14,018 c/o




QUESTION V. 16 POINTS
Montreal Inc. manufactures two products: car wheels and truck wheels. To determine the amount of overhead to assign to each product line, the controller, William Scout, has developed the following information: 
	 
	Car
	Truck

	Estimated Wheels to be produced
	          40,000
	      10,000

	Direct labour hours per wheel
	                   2
	              6


Total estimated overhead costs for the two product lines are $840,000.
Instructions
a. Calculate the overhead cost assigned to the car wheels and truck wheels, assuming that direct labour hours is used to allocate overhead costs.


The controller, William Scout is not satisfied with the traditional method of allocating overhead because he believes that most of the overhead costs relate to the truck wheel product line because of its complexity. He therefore develops the following three activity cost pools and related cost drivers to better understand these costs: 

	Activity Cost Pools
	Expected Use of Cost Drivers
	Estimated Overhead Costs

	    Setting up machines
	500 set-ups
	$260,000

	    Assembling
	35,000 labour hours
	  280,000

	    Inspection
	600 inspections
	  300,000




 
b. Calculate the cost that is assigned to the car and truck product lines using an activity-based costing system, given the following information: 
	 
	
        Expected Use of Cost
            Drivers per Product   

	 
	                                           Car
	Truck

	Number of set-ups
	                 100
	400

	Direct labour hours
	            20,000
	15,000

	Number of inspections
	                   50
	     550



c. What do you believe the controller, William Scout should do? Justify your answer.

Question V
a) Traditional costing (6 PTS)
Total direct labour hours for car wheel = 40,000 units x 2 hours per unit = 80,000 hours 0.75 PT
Total direct labour hours for truck wheel = 10,000 units x 6 hours per unit = 60,000 hours 0.75 PT
Total estimated direct labours = 80,000 hours + 60,000 hours = 140,000 hours 0.75 PT

Predetermined overhead rate 
= $840,000 estimated overhead / estimated 140,000 hours c/o = $6 per hour 0.75 PT

Assigned overhead to Car Wheel = 80,000 hours x $6 c/o per hour = $480,000  1.5 PTS
Assigned overhead to Truck Wheel = 60,000 hours x $6 c/o per hour = $360,000 1.5 PTS

b) Activity-based costing (10 PTS)
Step 1: Calculate activity-based overhead rates
Setting up machines = $260,000 / 500 set-ups = $520 per set-up 1 PT
Assembling = $280,000 / 35,000 labour hours = $8 per labour hour 1 PT
Inspection = $300,000 / 600 inspections = $500 per inspection 1 PT

Step 2: Calculate the cost assigned under ABC 
			Car	*0.75 EACH #		Truck   *0.75 EACH #
Setting up machines: 	100 x $520 c/o =   $52,000		400 x $520 c/o = $208,000

Assembling: 		20,000 x $8 c/o = $160,000 		15,000 x $8 c/o = $120,000

Inspection: 		50 x $500 c/o =    $25,000		550 x $500 c/o  =  $275,000
Total assigned costs:			    $237,000				    $603,000
					     2.25 PTS			             2.25 PTS
c) Recommendation (2.5 PTS)
Both product lines consume different amount of resources (0.5 points). The provided information shows that the production of truck wheels require much more set-ups and inspections. As the production of truck wheels is more complex, more overhead should also be allocated to truck wheels and less to car wheels (1 point). Activity-based costing provides a more accurate picture of the resources consumed by products. It uses unit activity-based such as direct labour hours for the assembling cost pool and non-unit activity-based rates such as setting up machines and inspection cost pools for overhead allocation (1 point). That is why the controller, William Scout should assign overheads, using activity-based costing.
QUESTION VI. 16 POINTS
PART A 10 MARKS
Johansen Company had $210,000 of operating income in 2016 when the selling price per unit was $150, the variable costs per unit were $90, and the fixed costs were $570,000. Management expects per-unit data and total fixed costs to remain the same in 2017. The president of Johansen Company is under pressure from shareholders to increase operating income by $52,000 in 2017.

Instructions

a. Calculate the number of units sold in 2016.
b. Calculate the number of units that would have to be sold in 2017 to reach the shareholders' desired profit level.
c. Assume that Johansen Company sells the same number of units in 2017 as it did in 2016. What would the selling price have to be in order to reach the shareholders' desired profit level?

PART B 6 MARKS
The Creekside Inn is a restaurant that specializes in southwestern style meals in a moderate price range. Terry Ducasse, the manager of Creekside, has determined that during the last two years the sales mix and contribution margin ratio of its offerings have been as follows: 
	 
	Percent of Total Sales
	Contribution Margin Ratio

	Appetizers
	10%
	60%

	Main entrees
	60%
	30%

	Desserts
	10%
	50%

	Beverages
	20%
	80%


Terry is considering a variety of options to try to improve the restaurant's profitability. Her goal is to generate a target operating income of $150,000 before tax The company has fixed costs of $1.2 million per year  and has 40% tax rate.
Instructions
Calculate the total restaurant sales and the sales of each product line that would be necessary in order to achieve the desired target operating income.


Question VI – Part A
a) Calculate the number of units sold in 2016 (3 PTS)
Operating income = Q x CM – Fixed Costs
Q = (Operating income + Fixed Costs) / CM

Q = ($210,000 Operating income 0.5 PTS + $570,000 Fixed Costs 0.5 PTS) / ($150 selling price 0.5 PTS - $90 variable costs 0.5 PTS) 
    = $780,000 / $60 = 13,000 units 1 PT

b) Required quantity for 2017 (3 PTS)
Target Operating Income = $210,000 + $52,000 = $262,000 1PT

Target Quantity = (Target Operating income + Fixed Costs) / CM
= ($262,000 + $570,000) / $60 c/o = $832,000 0.5PTS / $60 c/o 0.5PTS 
= 13,866.67 units  13,867 units 1PT

Alternative: $52,000 increase in operating income / $60 CM 1PT = 866.67 1PT  867 additional units
Target quantity = 13,000 units (from a) c/o + additional 867 units = 13,867 units 1PT

c) Required selling price for 2017 (4 PTS)
Target Operating Income = $210,000 + $52,000 = $262,000 c/o

Operating income = Q x CM – Fixed Costs
Target selling price = (Operating income + Fixed Costs) / Q + Variable Costs

Target selling price 	= ($262,000 1 PT + $570,000 0.5 PTS) / 13,000 units 0.5 PTS + $90 variable costs per unit 1 PT
= $64 + $90 = $154 1 PT




Question V – Part B (6 PTS)
Calculate sales level in dollars for each division
1. Calculation of Weighted-Average Contribution Margin Ratio

Weighted Average CM Ratio = 0.1 x 0.6 + 0.6 x 0.3 + 0.1 x 0.5 + 0.2 x 0.8 = 0.45 2 PTS

2. Calculate Target Sales Level in Dollars for the Creekside Inn

Target Sales Level in Dollars 
= ($150,000 Net income before taxes + $1,200,000 Fixed Costs) / 0.45 Weighted Average CM Ratio 
= $1,350,000 1 PT / 0.45 c/o
= $3,000,000 1 PT

3. Calculate Target Sales Level of each product line that would be necessary in order to achieve the 	desired target operating income.

Required Sales Level in Dollars for 
	Appetizers
	10% X $3,000,000 c/o =  $300,000 0.5 PTS
	

	Main entrees
	60% X $3,000,000 c/o =$1,800,000 0.5 PTS
	

	Desserts
	10% X $3,000,000 c/o =   $300,000 0.5 PTS
	

	Beverages
	20% X $3,000,000 c/o =   $600,000 0.5 PTS
	


Total sales			                     =  $3,000,000
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