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CONCORDIA UNIVERSITY


Course:			Managerial Accounting, 	

No.: 	COMM 305 ALL SECTIONS & ACCO 240

Examination:		Final		

Date:			June 14, 2012

No. of Pages:  	 	  (11) pages including the cover page

Material Allowed:	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. 

Special Instructions:	Answer multiple choice questions in IBM Sheet provided and also in your lined answer booklet.

			Return the exam questions with your lined answer booklet and IBM Sheet.
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Student Name:		                                                                          	                                                                       

Student ID No.:	                                                                           	                                                                       

Section:		                                                                            	                                                                       

Instructor:	                                                                         	

Please read all questions and budget your time carefully.
Answer all questions

QUESTION I. 30 MARKS

Please select the best answer:

1. Gift Gallery sold 2,000 Zooglars during 2012. Information is provided concerning the Zooglar product:
	Sales
	 $   60,000 

	Variable costs
	      24,000 

	Fixed costs
	      10,000 

	Net income
	 $   26,000 




	If Gift Gallery sells 30 more units, by how much will its profit increase?
a	$18
b.	$540
c.	$390
d.	$900
e.	None of the above

2. Tykee Company has the following data:

		Variable costs are 75% of the unit selling price. The contribution margin per unit is $400. The fixed costs are $600,000.

	Which of the following expresses the break-even point in DOLLARS?
a.	.25 x 600,000 = X
b.	600,000 ÷.75 = X
c.	($600,000 ÷ $400) x .75 = X
d.	$600,000 ÷ .25 = X
e.	None of the above

3. If M&H Ltd. has a margin of safety of $100,000, which of the following statements is correct? 
a.	Sales can increase by $100,000 before M&H have an operating loss.
b.	Fixed costs can increase by $100,000 before M&H have an operating loss.
c.	Sales can decrease by $50,000 and fixed costs can increase by $40,000 before M&H have an operating loss.
d.	Sales can increase by $50,000, and fixed costs can decrease by $50,000 before M&H have an operating loss.





4. Sulingo, Inc. calculated how many units it needed in order to earn net income totalling $67,750 after tax for the month. What calculation did Sulingo perform?
a.	[Variable costs +($67,750/1-tax rate)] ÷ contribution margin ratio
b.	[Fixed costs + ($67,750/1+tax rate)] ÷ contribution margin ratio
c.	[Fixed costs + ($67,750/1-tax rate)] ÷ contribution margin per unit
d.	[Variable costs + ($67,750/tax rate)] ÷ contribution margin per unit

5. Sample, Inc. determined its unit variable cost increased by 15%. Which one of the following will not increase as a direct result?
a.	Total costs
b.	Total variable costs
c.	Contribution margin
d.	The break-even point

6. The XYZ Co. has the following unit and sales mix data:
	AAA	BBB	Total
Unit sales price	$5.00	$4.00
Unit contribution margin	0.75	1.20
Sales mix in dollars ($)	60%	40%
Fixed costs			$105,000
Target profit before tax			21,600
How many units of BBB product must be sold at the breakeven point?
a.	75,000
b.	33,000
c.	30,000
d.	50,000
e.	None of the above
7. The cost function for Liao Company is:  Total Costs = $600+ 0.375 × Revenue.  If Liao expects after-tax income of $900 and the tax rate is 40%, what is the firm’s margin of safety?
a.	$4,560			b.	$960
c.	$3,360			d.	$2,400
e.	None of the above

8. Which is not true concerning sales mix?
a.	Sales mix is the relative percentage in which each product is sold when a company sells more than one product.
b.	Sales mix is important to managers because different products often have substantially different contribution margins.
c.	Sales mix does not affect break-even analysis.
d.	The computation of weighted-average unit contribution margin is useful in sales mix analysis.


9. Which of the following statements is not true?
a.	Operating leverage refers to the extent to which a company’s net income reacts to a given change in sales.
b.	Companies that have higher fixed costs relative to variable costs have higher operating leverage.
c.	When a company’s sales revenue is increasing, high operating leverage is a good thing because it means that profits will increase rapidly.
d.	When a company’s sales revenue is decreasing, high operating leverage is a good thing because it means that profits will decrease at a slower pace than revenues decrease.

10. When a company decides to change its cost structure to reduce variable costs by increasing fixed costs, it recognizes that:
a.	Its contribution margin will increase yet may result in less profits in high sales years.
b.	Its contribution margin will decrease yet may result in less profits in high sales years.
c.	Its contribution margin will increase yet may result in higher profits in high sales years.
d.	Its contribution margin will decrease yet may result in higher profits in high sales years.

11. North Division has the following information:
		Sales	$600,000
		Variable expenses	320,000
		Fixed expenses	410,000
	If this division is eliminated the fixed expenses will be allocated to the company’s other divisions. What is the incremental effect on net income if the division is dropped? 
a.	$130,000 increase			b.	$410,000 decrease
c.	$280,000 decrease		d.	$190,000 increase
e.	  None of the above

12. Peters, Inc. produces chocolate chip cookies. Costs for producing one batch appear below:
	Direct materials
	$ 8.00

	Direct labour
	   3.00

	Variable overhead
	   1.00

	Fixed overhead 
	   4.00


	An outside supplier has offered to produce the cookies for $14 per batch. If Peters decides to buy instead of make the cookies, what is the maximum price it would pay?
a.	$16.00		b.	$12.00
c.	$13.60		d.	$14.40		e.   None of the above

13. Which of the following statements about incremental analysis is true?
a.	It cannot be used if more than two alternatives are available.
b.	It considers only cost factors, not revenue.
c.	Its focus is on the past activities.
d.	It only considers factors that are different for each alternative, and only those factors that will occur in the future.

14. Wishnell Toys can make 5,000 toy robots with the following costs:
				Direct Materials	$74,000
				Direct Labour	30,000
				Variable Overhead	23,000
				Fixed Overhead	15,000
	The company can purchase the 5,000 robots externally for $145,000. The avoidable fixed costs are $15,000 if the units are purchased externally. What is the cost savings if the company makes the robots?
a.	$18,000
b.	$15,000
c.	$5,000
d.	$3,000
e.	None of the above

15. Wagner Corporation can manufacture 480,000 tennis rackets a year at a variable cost of $15 per racket and fixed costs of $500,000. Wagner budgeted that it can sell 400,000 at $25 each.  An additional order of 100,000 was received, but at a discount of 35% from the regular price. If Wagner accepts the special order, operating pretax income will
a.	Decrease by $50,000
b.	Increase by $125,000
c.	Increase by $25,000
d.	Increase by $37,500
e.	None of the above
16. PRO Shops has a capacity of 50,000 units, and is currently producing and selling 40,000 at $25 a unit. The present cost structure, on a per unit basis, is:
Direct material	$10
Direct labour	5
Variable overhead	3
Fixed overhead	4
	An order for 7,000 units has been received from a Japanese company at a price of $20 per unit. If the order is accepted, profit will
a.	Decrease by $2,000 		b.	Increase by $14,000
c.	Increase by $7,000		d.	Increase by $4,000
e.	None of the above
17. A company segment with an ROI of 30% has an income of $84,000. The company’s required rate of return on segment investments is 20%. The segment’s residual income is
a.	$50,400
b.	$25,200
c.	$26,712
d.	$33,600
e.	None of the above
18. Division A of a firm produces a single product, which is sold only to Division B.  Division A has a total investment of $1,000,000, while Division B has a total investment of $2,000,000. Division A annually sells 100,000 units of its product to Division B for $5 per unit and earns $150,000 in operating income. Division B currently earns $250,000. If Division A raises its selling price to $6 per unit and nothing else changes,
a.	Division A’s ROI will increase to 20%
b.	The firm’s overall ROI will rise
c.	The firm’s overall ROI will fall
d.	The firm’s overall ROI will remain unchanged

19. An organization’s required rate of return is 10%.  The ROI of Divisions A and B, respectively, is 10% and 15%.  Each Division is considering a project that will have a 12% rate of return.  If residual income is used to evaluate divisions, which of the following statements is true?
a.	Both divisions will accept the project
b.	Both divisions will reject the project
c.	Division A will accept, and Division B will reject, the project
d.	Division A will reject, and Division B will accept, the project
e.	cannot be determined

20. In the absorption cost pricing approach, the mark-up percentage covers the
a.	desired ROI only.
b.	desired ROI and selling and administrative expenses.
c.	desired ROI and fixed costs.
d. selling and administrative expenses only.


QUESTION II. 20 MARKS

Montreal Enterprises produces birdhouses. In 2011, it began the year with no beginning inventory. During the year, it produced 12,000 birdhouses and sold 10,000 for $50 per house. Variable manufacturing costs were $15 per house produced (direct material $5, direct labour $4, and variable overhead $6); variable selling and administrative expenses were $5 per unit sold; fixed manufacturing costs were $120,000 in total and; fixed selling and administrative costs were $20,000.

Instructions
(a) Prepare an income statement using absorption costing for year 2011. 5 Marks
(b) Show a calculation that explains the difference in net income under absorption costing and variable costing.  2 Marks 
(c) Show a calculation that explains the difference in net income under variable costing and throughput costing.  2 Marks
(d) Suppose the accountant for Montreal Enterprises used normal costing rather than actual costing to calculate the cost of goods sold and ending inventory under absorption costing, and fixed manufacturing overhead is $120,000, based on budgeted volume of 15,000 units and the company expenses the volume variance to the cost of goods sold.
(i) Prepare an income statement using absorption costing for year 2011 based on normal costing rather than actual costing. 7 Marks
(ii) Reconcile the absorption normal costing net income to those calculated in part (a) 2 Marks 		
(iii) Reconcile the absorption normal costing net income to the variable costing net income. 2 Marks




(a)
TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Absorption Costing

Sales (10,000 units @ $50) 				1 mark  		$500,000
Cost of goods sold [10,000 units × ($15+ $10)] 	2 mark  		  250,000
Gross profit 									  250,000
Variable selling and administrative expenses (10,000 @ $5)     $50,000 1 mark  
Fixed selling and administrative expenses 		1 mark       20,000	    70,000	
Net income 									$180,000


(b) 	Net income under variable costing = Abso NI $180,000 – (2,000 X $10) 2 marks  = 					$160,000

The difference in net income of $20,000 can be explained by the 2,000-unit difference between the number of units sold (10,000) versus the number of units produced (12,000). Under absorption costing, the company defers $10 per unit of fixed manufacturing costs in the 2,000 units of ending inventory. This represents the total difference of $20,000 ($10 X 2,000 units) between the net income under variable costing ($160,000) and under absorption costing ($180,000).


(c) 	Net income under throughput costing = Vari NI $160,000 – (2,000 X $10) = $140,000 2 marks  
	The difference in net income of $20,000 can be explained by the 2,000-unit difference 	between the number of units sold (10,000) versus the number of units produced (12,000). 	Under variable costing, the company defers $4 per unit of direct labour and $6variable 	manufacturing overhead costs in the 2,000 units of ending inventory. This 	represents the 	total difference of $20,000 ($10 X 2,000 units) between the net income under variable 	costing ($160,000) and under throughput costing $140,000.

(d) - i	The company policy is to use the budgeted volume of 15,000 units to allocate the fixed 	overhead rate rather than the actual production volume of 12,000 units. Predetermined 	rate = $120,000 fixed overhead / 15,000 budgeted production volume = $8 1 mark  

Based on this rate, the absorption product cost per unit is as follows:
Direct materials 				$  5
Direct labour 					    4
Variable overhead 				    6
Fixed overhead predetermined rate 		    8
Total product cost per unit 			$23 

TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Absorption Costing Normal costing

Sales (10,000 units @$50) 			0.50 mark  				$500,000
Less Cost of goods sold [10,000 units @$23] 2 mark  				  230,000
Less unfavourable volume variance [$8 (15,000 units - 12,000 units)]   2 marks  	    24,000
Gross profit 										$246,000
Variable selling and administrative expenses (10,000@ $5) .75 mark  $50,000 
Fixed selling and administrative expenses 		          0.75 mark    20,000	    70,000
Net income 								6 Marks	$ 176,000 

(d) -ii 	We can reconcile the absorption normal costing net income to the absorption actual costing net income as follows:
Absorption costing actual costing net income 				$180,000
Less ending inventory fixed manufacturing overhead (2,000 X ($10-$8)) 	      4,000 2 marks  
Normal costing net income 		2 Marks			           $ 176,000

(d) -iii 	We can reconcile the absorption normal costing net income to the variable costing net income as follows: 2 marks  
Absorption costing net income 						$176,000
Less ending inventory fixed manufacturing overhead (2,000 X $8) 		    16,000
Variable costing net income 		2 Marks				 $160,000






TAYLOR ENTERPRISES
Income Statement
Year Ended 2011
Variable Costing

Sales (10,000 units @ $50) 							$500,000
Variable cost of goods sold (10,000 @ $15) 			$150,000
Variable selling and adm. expenses (10,000 @ $5) 		    50,000   	$200,000
Contribution margin 	$300,000
Fixed manufacturing overhead 				$120,000
Fixed selling and administrative expenses 			   20,000 	   140,000
Net income 									 $ 160,00

QUESTION III. 12 MARKS

The Furniture Division of Kelowna Woodcraft purchases lumber, which it uses to fabricate tables, chairs and other quality wood furniture. Most of the lumber is purchased from the South- shore Mill, also a division of Kelowna Woodcraft. Both the Furniture Division and South-shore Mill are profit centres.

The Furniture Division proposes to produce a new Danish-designed chair that will sell for $92. The manager is exploring the possibility of purchasing the required lumber from the South-shore Mill. Production of 800 chairs is planned, using capacity in the Furniture Division that is currently idle.

The Furniture Division can purchase the lumber from an outside supplier, Okanagan Lumber, for $62. Kelowna Woodcraft has a policy that internal transfers are priced at fully allocated cost.

Assume the following costs for the production of one chair and the lumber required for the chair:

	South shore Mill			Furniture Division
Variable cost		$48		Variable costs:
Allocated fixed cost	  22		  Lumber from South shore Mill	$70
Fully allocated cost	$70		  Furniture Division variable costs:
					      Manufacturing	      $21
					      Selling		          6	  27
					  Total cost				$97

Required:

A. Assume that South-shore Mill has idle capacity and therefore would incur no additional fixed costs to produce the required lumber. Would the Furniture Division manager buy the lumber for the chair from the South-shore Mill, given the existing transfer pricing policy? What would be the maximum price the Furniture Division could pay for the wood on these chairs? What would be the minimum transfer price possible from the South-shore Mill under their current capacity situation?  4 Marks

B. Would Kelowna Woodcraft as a whole benefit from the transfer if the Furniture Division decides to buy from South-shore Mill? Show all computations. 4 Marks

C. Assume that there is no idle capacity at the South-shore Mill and the lumber required for one chair can be sold to outside customers for $70. Would the company as a whole benefit if the manager decides to buy? Show all computations. 4 Marks


(a) No, the Furniture division would not purchase the lumber at all since they would only pay the equivalent to what they could source it at externally, ie: $62. Hence, the $70 transfer price from South-shore is too high.	1 MARK

Also, as profit centre, they would make $3 per chair by using the external source (92-27-       	62).  1 MARK

The maximum price they could pay would be $62 Market price 1 MARK


The minimum price South-shore Mill should charge would be their variable cost, or $48, since they have excess capacity. 1 MARK


(b) Kelowna combined:

($92 - $21 - $6 - $48) = $17 per unit, for 800 units = $13,600 profit

Yes, with South-shore Division providing wood within their excess capacity the overall profits would increase by $13,600. 4 MARKS


(c) Kelowna combined:

With transfer-($92- $21 - $6 - $48) = $17 per unit, for 800 units = $13,600 1 MARK

Without transfer-($70-48) = $22 per unit, for 800 units =               $17,600 1.5 MARKS
                            ($92-$21 - $6 - $62)= $3 per unit, for 800 units = $2,400 1.5 MARKS
								          $20,000

No, it would not benefit the company overall for the transfer to take place.





 QUESTION III. 18 MARKS

Weltin Industrial Gas Corporation supplies acetylene and other compressed gases to industry. Data regarding the store's operations follow:

A. Sales are budgeted at $390,000 for November, $370,000 for December, and $380,000 for January. 
B. Collections are expected to be 90% in the month of sale, 5% in the month following the sale, and 5% uncollectible.
C.  The cost of goods sold is 60% of sales.
D.  The company purchases 70% of its merchandise in the month prior to the month of sale and 30% in the month of sale. Payment for merchandise is made in the month following the purchase.
E.  Other monthly expenses to be paid in cash are $21,800.
F.  Monthly depreciation is $18,000.
G.  Ignore taxes.
H. Statement of financial position at October 31 for Weltin Industrial Gas Corporation as follows:

 [image: ] 










Instructions
A. Prepare a Schedule of Expected Cash Collections for November and December. 4 Marks
B. Prepare a Merchandise Purchases Budget for November and December. 4 Marks
C. What will be the ending balance in accounts payable for December?	2 Marks

D. What will be accounts receivable balance at the end of December? 2 Marks
E. Prepare Cash Budgets for November and December. 6 Marks
A. Total Marks 4, 1 mark for each red number															November	December
Sales								$390,000	$370,000
Schedule of Expected Cash Collections:
Account Receivable					$ 71,000
November sales (390,000 X .90) & .05		$351,000	$  19,500
December Sales ($370,000 X .90)				    	$333,000
Total cash collections				$422,000	$352,500
									2 MARKS	2 MARKS
B. Total Marks 4, 1 mark for each red number
										November	December
Cost of Goods sold					$234,000	$222,000
Merchandise Purchases Budget:
November sales					$  70,200
December Sales					$155,400	$  66,600
January Sales								$159,600
Total Purchases					$225,600	$226,200		
								2 MARKS	2 MARKS
	
(c) The ending balance in accounts payable for December = $226,200 2 MARKS 

(d) The accounts receivable balance at the end of December = $370,000 X .10 = $37,000 1 MARK 
$37,000 X 5% uncollectible = $18,500 1 MARK 

(e) Total Marks 6, .50 mark each red number except disbursements for merchandise 1.5 marks each
								November	December
B balance of Cash 0.50 MK each red number	                 $  25,000	$193,200
Cash receipts:	    					$422,000	   $352,500
Cash available						$447,000	   $545,700
Cash disbursements:
Disbursements for merchandise 1.5 MK each	$232,000	$225,600
Other monthly expenses	0.50 MK each red number	$  21,800	$  21,800
Total cash disbursements					$253,800	$247,400
Excess (deficiency) of cash				$193,200	$298,300 


QUESTION V. 20 MARKS

Manlow Company makes a pasta sauce for the restaurant industry. The standard cost for one tub of sauce is as follows:
								        Standard		                         
Manufacturing Cost Elements 			Quantity 	Price 		Cost
Direct materials 					6 litre 		$   0.90 	$  5.40
Direct labour 						0.5 hours 	$ 12.00 	    6.00
Manufacturing overhead 				0.5 hours 	$   4.80 	    2.40
											$ 13.80

During the month, the following transactions occurred in manufacturing 10,000 tubs of sauce:
1. A total of 58,000 litres of materials were purchased at $1.00 per litre. 
2.  All the materials purchased were used to produce the 10,000 tubs of sauce.
3.  A total of 4,900 direct labour hours were worked at a total labour cost of $56,350. 
4. The variable manufacturing overhead incurred was $15,000 and the fixed overhead incurred was $10,400.

The manufacturing overhead rate of $4.80 is based on a normal capacity of 5,200 direct labour hours. The total budget at this capacity is $10,400 fixed and $14,560 variable.

Instructions
Calculate the following:
(a) Direct materials price, usage, and budget variances 3 Marks
(b)  Labour price, usage, and budget variances 3 Marks
(c)  Variable overhead spending, quantity, and budget variances 3 Marks
(d) Fixed overhead spending and volume variances 5 Marks
(e) Total overhead controllable variances 2 Marks
(f) Under or over applied overhead 2 Marks 
(g) Total manufacturing cost variance 2 Marks 



$58,000				58,000 X$.90= $52,200	10,000 X 6 X $.90= $54,000

	$5,800 UN PV	1 MARK		$1,800 F Usage 1 MARK

(a) Total material budget variance = $5,800 UNF + $1,800 F = $4,000 UN 1 MARK






$56,350  				4,900 X$12=$58,800          10,000 X .5 X $12= $60,000

	$2,450 F PV	1 MARK		$1,200 F Usage V 1 MARK

(b) Total Labour budget variance = $2,450 F PV  + $1,200  F = $3,650 1 MARK



(c) Variable overhead rate per hour = Variable overhead $14,560/5,200 hours = $2.80 
	 1 MARK


$15,000				4,900 X$2.80=$13,720       10,000 X 0.5 X $2.80= $14,000


	$1,280 UN SPV  0.5 MARK	     $280 F Usage V 1 MARK

Total variable OVERHEAD budget variance = $1,280UN + $280 F = $1,000 UN 0.5 MARK

(d) Fixed overhead rate per hour = Fixed overhead $10, 400 / 5,200 hours = $2 	 2 MARKS

$10,400				$10,400 = 5,200 X $2       	  10,000 X .5 X $2 = $10,000

	$0 SPV.05 MARK		       $400 UN-PVV  2 MARKS

Total Fixed overhead variance = $0  + $400 U = $400 UN  0.5 MARK

WARNING (carrying errors): If student uses wrong answer in (c) or (d) above 			to compute the value of (e) or (f) but he or she uses the right information,  			please grant the full marks for (e) or (f) to prevent double penalty. 

(e) Total overhead controllable variances = Total OVERHEAD budget variance = $1,280UN + $280 F = $1,000 UN + 0 FOH = $1,000 UN 

(f) Over-applied overhead =	Actual Overhead $25,400 – Applied Overhead 24,000 = $1,400 Under-applied 2 Marks

(g) Total manufacturing cost variance 

							Actual costs incurred	Standard cost
		Direct materials .25 mark each red number 	$ 58,000	$  54,000
		Direct labour 			   		   56,350	    60,000
		Variable Manufacturing overhead 	  	   15,000	    14,000
		Fixed manufacturing overhead			   10,400	    10,000
						 		  139,750	$138,000
 Total variance 							 $ 1,750 U
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