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General instructions:  Feel free to use the back of this test as scratch paper.  If there is ambiguity in a question, answer to the best of your ability and note the assumptions you feel are appropriate next to your answer.  Watch the time carefully.  










Part 1

Multiple-Choice: Please circle the best answer. Each question is worth 3 points. (45 points)
[bookmark: OLE_LINK9][bookmark: OLE_LINK10]1. Which of the following should not be included as part of manufacturing overhead at a company that makes office furniture? 
A. Sheet steel in a file cabinet made by the company.
B. Manufacturing equipment depreciation.
C. Insurance on production equipment.
D. Taxes on a factory building.
2. Iadanza Corporation is a wholesaler that sells a single product. Management has provided the following cost data for two levels of monthly sales volume. The company sells the product for $195.70 per unit.

 [image: ] 

The best estimate of the total contribution margin when 6,300 units are sold is: 
A. $752,220
B. $638,190
C. $100,170
D. $177,030
Used the high-low method to estimate variable components of the costs:
Variable cost of sales = Change in cost  Change in activity
= ($534,100 - $457,800)  (7,000 units - 6,000 units)
= $76,300  1,000 units
= $76.30 per unit
Variable selling and administrative cost = Change in cost  Change in activity
= ($639,100 - $621,000)  (7,000 units - 6,000 units)
= $18,100  1,000 units
= $18.10 per unit
Total variable cost per unit = Variable cost of sales + Variable selling and administrative cost
= $76.30 per unit + $18.10 per unit = $94.40 per unit

Contribution margin per unit = Selling price per unit - Total variable cost per unit = $195.70 per unit - $94.40 per unit = $101.30 per unit 
Total contribution margin = Contribution margin per unit  Total unit sales
= $101.30 per unit  6,300 units = $638,190


3. The following data pertains to activity and costs for two months:
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Assuming that these activity levels are within the relevant range, the mixed cost for July was: 
A. $15,000
B. $10,000
C. $35,000
D. $40,000

Variable cost per unit = $20,000  10,000 units = $2 per unit
Total variable cost in July = $2 per unit  20,000 units = $40,000 
Fixed cost = $15,000 (given)

Total cost = Variable cost + Fixed cost + Mixed cost
$70,000 = $40,000 + $15,000 + Mixed cost
Mixed cost = $70,000 - ($40,000 + $15,000)
= $70,000 - $55,000
= $15,000
4. East Company manufactures and sells a single product with a positive contribution margin. If the selling price and the variable expense per unit both increase 5% and fixed expenses do not change, what is the effect on the contribution margin per unit and the contribution margin ratio?

 [image: ]  
A. Option A
B. Option B
C. Option C
D. Option D
[image: ]
5.  The contribution margin ratio is 30% for the Honeyville Company and the break-even point in sales is $150,000. If the company's target net operating income is $60,000, sales would have to be: 
A. $200,000
B. $350,000
C. $250,000
D. $210,000
Dollar sales to break even = Fixed expenses  CM ratio
$150,000 = Fixed expenses  0.30
Fixed expenses = $150,000  0.30 = $45,000

Dollar sales to attain a target profit = (Target profit + Fixed expenses)  CM ratio
= ($60,000 + $45,000)  0.30 = $350,000

6. The following information relates to Clyde Corporation which produced and sold 50,000 units last month.
 [image: ] 

There were no beginning or ending inventories. Production and sales next month are expected to be 40,000 units. The company's unit contribution margin next month is expected to be: 
A. $16.63
B. $3.10
C. $7.98
D. $13.30
Variable expenses per unit = Variable expenses  Quantity sold
= ($140,000 + $45,000)  50,000 units
= $185,000  50,000 units = $3.70 per unit

Selling price per unit = Sales  Quantity sold
= $850,000  50,000 units = $17.00 per unit

Unit CM = Selling price per unit - Variable expenses per unit
= $17.00 per unit - $3.70 per unit = $13.30 per unit
7.  Street Company's fixed expenses total $150,000, its variable expense ratio is 60% and its variable expenses are $4.50 per unit. Based on this information, the break-even point in units is: 
A. 50,000 units
B. 37,500 units
C. 33,333 units
D. 100,000 units
CM ratio = 1 - Variable expense ratio = 1 - 0.60 = 0.40
Dollar sales to break even = Fixed expenses  CM ratio
= $150,000  0.40 = $375,000

Variable expense ratio = Total variable expenses  Total dollar sales
0.60 = Total variable expenses  Total dollar sales
0.60 = $4.50 per unit  Unit sales  Selling price per unit  Unit sales
0.60 = $4.50 per unit  Selling price per unit
Selling price = $4.50 per unit  0.60 = $7.50 per unit

Dollar sales = Unit selling price  Unit sales
$375,000 = $7.50 per unit  Unit sales
Unit sales = $375,000  $7.50 per unit = 50,000 units


8. Sinclair Company's single product has a selling price of $25 per unit. Last year the company reported a profit of $20,000 and variable expenses totaling $180,000. The product has a 40% contribution margin ratio. Because of competition, Sinclair Company will be forced in the current year to reduce its selling price by $2 per unit. How many units must be sold in the current year to earn the same profit as was earned last year? 
A. 12,000 units
B. 15,000 units
C. 16,500 units
D. 12,960 units

CM ratio = 1 - Variable expense ratio
CM ratio = 1 – (Variable expenses  Sales)
0.40 = 1 - ($180,000  Sales)
$180,000  Sales = 1 - 0.40
Sales = $180,000  (1 - 0.40) = $180,000  0.60 = $300,000

Sales = Selling price per unit  Quantity sold
$300,000 = $25 per unit  Quantity sold
Quantity sold = $300,000  $25 per unit = 12,000 units

Variable expense per unit = Variable expenses  Quantity sold
= $180,000  12,000 units = $15 per unit

Profit = (Sales - Variable expenses) - Fixed expenses
$20,000 = ($300,000 - $180,000) - Fixed expenses
Fixed expenses = ($300,000 - $180,000) - $20,000 = $120,000 - $20,000 = $100,000

New unit selling price = $25 per unit - $2 per unit = $23 per unit
New unit contribution margin = $23 per unit - $15 per unit = $8 per unit

Unit sales to attain a target profit = (Target profit + Fixed expenses)  Unit CM
= ($20,000 + $100,000)  $8 per unit = 15,000 units
9.  Loren Company's single product has a selling price of $15 per unit. Last year the company reported total variable expenses of $180,000, fixed expenses of $90,000, and a net operating income of $30,000. A study by the sales manager discloses that a 15% increase in the selling price would reduce unit sales by 10%. If her proposal is adopted, net operating income would: 
A. increase by $45,000
B. increase by $37,500
C. increase by $7,500
D. increase by $28,500
Profit = (Sales - Variable expenses) - Fixed expenses
$30,000 = ($15 per unit  Unit sales - $180,000) - $90,000
($15 per unit  Unit sales - $180,000) = $30,000 + $90,000
$15 per unit  Unit sales = $30,000 + $90,000 + $180,000
$15 per unit  Unit sales = $300,000
Unit sales = $300,000  $15 per unit = 20,000 units

Variable expense per unit = Variable expenses  Unit sales
= $180,000  20,000 units = $9 per unit

New selling price = (1.00 + 0.15)  $15 per unit = $17.25 per unit
New unit sales = (1.00 - 0.10)  20,000 units = 18,000 units

Profit = (P - V)  Q - Fixed expenses
New profit = ($17.25 per unit - $9.00 per unit)  18,000 units - $90,000
= ($8.25 per unit  18,000 units) - $90,000
= $148,500 - $90,000
= $58,500

Increase in profit = $58,500 - $30,000 = $28,500
10.  When a credit sale is made with terms of 2/10, n/30 on February 24th, 2012 and the customer's check is received on March 7th, which of the following is true about the March 7 journal entry? 
A.  There will be a debit to sales discounts on March 7.
B. There will be a credit to sales discounts on March 7.
C. The debit to cash will be more than the credit to accounts receivable on March 7.
D.  The debit to cash will equal the credit to accounts receivable on March 7.
11. Which of the following statements about a periodic inventory system is true?
A.  Companies determine cost of goods sold only at the end of the accounting period.
B.  Companies continuously maintain detailed records of the cost of each inventory purchase and sale.
C.  The periodic system provides better control over inventories than a perpetual system.
D.  The increased use of computerized systems has increased the use of the periodic system.

12. In a perpetual inventory system, which accounts will the seller credit when merchandise is returned by a customer?
A.  Sales Returns and Allowances and Accounts Receivable
B.  Accounts Receivable and Cost of Goods Sold
C.  Inventory and Cost of Goods Sold
D.  Sales Returns and Allowances and Inventory

13.  Bold Company's 2010 income statement reported total sales revenue of $250,000. During 2010, accounts receivable decreased by $20,000 and accounts payable increased $10,000. How much cash was collected from customers during 2010? 
A. $230,000
B. $270,000
C. $250,000
D. $280,000
Cash collected from customers ($270,000) = Sales revenue ($250,000) + Accounts receivable decrease ($20,000)
14.  A company reported an increase in prepaid rent and an increase in accrued liabilities during 2010. Which of the following statements is correct? 
A. When determining cash paid for operating expenses, both the increase in prepaid rent and the increase in accrued liabilities are deducted from operating expenses.
B. When determining cash paid for operating expenses, both the increase in prepaid rent and the increase in accrued liabilities are added to operating expenses.
C. When determining cash paid for operating expenses, the increase in prepaid rent is added to operating expenses and the increase in accrued liabilities is deducted from operating expenses.
D. When determining cash paid for operating expenses, the increase in prepaid rent is deducted from operating expenses and the increase in accrued liabilities is added to operating expenses.
An increase in prepaid rent is added because rent cash payments exceed rent expense; an increase in accrued liabilities is deducted because accrued expenses exceed the related cash payments.

15.  During the introductory phase of a company's life cycle, what will financial statement users expect to see?
A.  Negative cash from operations, negative cash from investing, and positive cash from financing
B.  Negative cash from operations, positive cash from investing, and positive cash from financing
C.  Positive cash from operations, negative cash from investing, and negative cash from financing
D.  Positive cash from operations, negative cash from investing, and positive cash from financing



[bookmark: OLE_LINK108][bookmark: OLE_LINK109][bookmark: OLE_LINK17][bookmark: OLE_LINK18]Part 2: Cost Concepts and CVP Analysis 
1.  Amazing Cupcake Company is in a dilemma, it’s considering adding a new product (cake pops) to its lineup.  It had acquired a new building to sell the cupcakes a year ago and there was some unused portion in the building that it had rented to flower shop.   The flower shop’s lease will be up in a few days and it is considering utilizing the space for manufacturing the new product.  Under this option (selling cake pops), the unused space will continue to be depreciated on a straight-line basis, as in past year.
Direct materials and direct labor cost for the new product would be $1.50 per unit. It would cost the company an additional $2,000 each month to advertise the new product. A new production supervisor would be hired to oversee production of the new product who would be paid $3,000 per month. Still enjoying the Accounting class, you have decided to apply the principles learnt in class to help your friend make the best decision. Assume costs are categorized using absorption costing.  (10 points)

Required:

Complete the chart below by placing an "X" under each column heading that helps to identify the costs listed to the left. There can be "X's" placed under more than one heading for a single cost. For example, a cost might be a variable cost, and a selling and admin cost; there would be an "X" placed under each of these headings on the answer sheet opposite the cost.  This analysis will help you in understanding which costs are critical to this decision. 

	[bookmark: RANGE!A1] 
	Variable Cost
	Fixed Cost
	Product Cost
	Selling and Admin. Cost

	Direct materials and direct labor
	 
	 
	 
	 

	Advertising cost
	 
	 
	 
	 

	Production Supervisor’s salary
	 
	 
	 
	 

	Depreciation of the cake pop manufacturing facility
	 
	 
	 
	 

	 
	Variable Cost
	Fixed Cost
	Product Cost
	Selling and Admin. Cost

	Direct materials and direct labor
	X
	 
	X
	 

	Advertising cost
	 
	X
	 
	X

	Production Supervisor’s salary
	 
	X
	X
	 

	Depreciation of the cake pop manufacturing facility
	 
	X
	X
	 







[bookmark: OLE_LINK19][bookmark: OLE_LINK20][bookmark: _GoBack]2. A new client MN Company has approached your consulting firm for help.  The management of the company is contemplating a number of different options for increasing its net income and need your help with understanding the impact of different options on the income. The following monthly data in contribution format has been made available for the MN Company for its only product, Product SD:
	
	Total
	
	Per Unit

	Sales
	$83,700 
	
	$279 

	Variable Expenses
	32,700
	
	109

	Contribution Margin
	51,000
	
	$170 

	Fixed Expenses
	40,000
	
	

	Net Income
	 $  11,000 
	
	


 The company produced and sold 300 units during the month and had no beginning or ending inventories.  (15 points)

Required:

a. In the first option the management is contemplating the use of plastic gearing rather than metal gearing in Product SD. This change would reduce variable expenses by $18 per unit. The company's sales manager predicts that this would reduce the overall quality of the product and thus would result in a decline in sales to a level of 250 units per month. Should this change be made? (5 points)

b. Refer to the original data. In the second option the management t wants to increase sales and feels this can be done by cutting the selling price by $22 per unit and increasing the advertising budget by $20,000 per month. Management believes that these actions will increase unit sales by 50 percent. Should these changes be made? (5 points)

c. Refer to the original data.  In the third option management wants to automate a portion of the production process for Product SD. The new equipment would reduce direct labor costs by $20 per unit but would result in a monthly rental cost for the new robotic equipment of $10,000. Management believes that the new equipment will increase the reliability of Product SD thus resulting in an increase in monthly sales of 12%. Should these changes be made? (5 points)

 
a. The $18 decrease in variable costs will cause the contribution margin per unit to increase from $170 to $188.
	Expected total contribution margin
	
	

	250 units x $188 per unit
	
	
	$47,000 

	Present total contribution margin
	
	51,000

	Decrease in contribution margin
	
	($4,000)


There will be no change in fixed cost.  As a result net income will decrease by 4,000.  The less costly components should not be used in the manufacture of Product SD. Net operating income will decrease by $4,000.

b. The decrease in selling price per unit will cause the unit contribution margin to decrease from $170 to $148.

 
	Expected total contribution margin
	
	

	300 units x 150% x $148 per unit
	
	$66,600 

	Present total contribution margin
	
	51,000

	Incremental contribution margin
	
	$15,600 

	Change in fixed expenses
	
	
	

	Less: incremental advertising expense
	
	20,000

	Reduction in net income
	
	
	($4,400)


 The changes should not be made.

c. The use of the automated process would affect both fixed and variable costs. Fixed expenses will increase by $10,000 from $40,000 to $50,000. Variable costs will decrease by $20 from $109 to $89, and the unit contribution margin will increase from $170 to $190.
	Expected total contribution margin
	
	

	300 units x 112% x $190 per unit
	
	$63,840 

	Present total contribution margin
	
	51,000

	Incremental contribution margin
	
	$12,840 

	Change in fixed expenses
	
	
	

	Less: incremental advertising expense
	
	10,000

	Increase in net income
	
	
	$2,840 


 

The changes should be made if the company’s sales are stable and it will continue to sell 300 or more units in the future.


Part 3: Financial Analysis

Belcanto Corporation experienced a fire on December 31, 2014, in which its financial records were partially destroyed. It has been able to salvage some of the records and has ascertained the following balances.
	December 31, 2014	December 31, 2013
Cash 		$  40,000	$  15,000
Accounts receivable (net) 		84,000	126,000
Inventory		200,000	180,000
Accounts payable	50,000	10,000
Notes payable	30,000	20,000
Common stock, $100 par	400,000	400,000
Retained earnings	170,000	101,000

Additional information:
1.	The inventory turnover is 4.2 times
2.	The return on common stockholders' equity is 14%. 
3.	The accounts receivable turnover is 10.2 times.

Instructions
Compute the following values for 2014.
(a)	Cost of goods sold. (3 points)
(b)	Net credit sales. (3 points)
(c)	Net income. (3 points)



	(a) Inventory turnover =
	Cost of goods sold
	= 4.2 times

	
	Average inventory
	

	

	
	Cost of goods sold
	= 4.2 times

	
	($200,000 + $180,000) / 2
	

	

	
	Cost of goods sold
	= 4.2 times

	
	$190,000
	

	

	
	$190,000 X 4.2 times
	= Cost of goods sold

	

	
	$798,000
	= Cost of goods sold

	

	(b) Accounts 
receivable turnover =
	Net sales (Credit)
	= 10.2

	
	Average accounts receivable
	

	

	
	Net sales (Credit)
	= 10.2

	
	($126,000 + $84,000) / 2
	

	

	
	Net sales (Credit)
	= 10.2

	
	$105,000
	

	

	
	$105,000 X 10.2
	= Net sales (Credit)

	

	
	$1,071,000
	= Net sales (Credit)

	

	(c) Return on common stockholders' equity 
	=
	Net income - Preferred stock dividends
	= 14%

	
	
	Average common stockholders’ equity
	

	

	
	Net income - $0
	= 14%

	
	($400,000 + $170,000 + $400,000 + $101,000) / 2
	

	

	
	Net income
	= 14%

	
	$535,500
	

	

	
	$535,500 X 14%
	= Net income

	

	
	$74,970
	= Net income

	




Multi-Step Income Statement 
The adjusted trial balance of McCoy Company included the following selected accounts:
	  Debit		   Credit	
Sales Revenue		$645,000
Sales Returns and Allowances	$  50,000
Sales Discounts	 9,500
Cost of Goods Sold	396,000
Freight-Out	2,000
Advertising Expense	15,000
Interest Expense	19,000
Salaries and Wages Expense	84,000
Utilities Expense	23,000
Depreciation Expense	3,500
Interest Revenue		25,000

Instructions
1.	Use the above information to prepare a multiple-step income statement for the year ended December 31, 2014. (15 points)
2.	Calculate the profit margin and gross profit rate. (5 points)


1.	MCCOY COMPANY
Income Statement
For the Year Ended December 31, 2014

	Sales revenue			$645,000
	Less:	Sales returns and allowances 		$ 50,000
		Sales discounts 		     9,500	    59,500
	Net sales 		585,500
	Cost of goods sold			  396,000
	Gross profit		189,500
	Operating expenses
		Salaries and Wages Expense		$ 84,000
		Utilities Expense		23,000
		Advertising Expense		15,000
		Depreciation Expense 		 3,500
		Freight-Out		    2,000
			Total operating expenses			   127,500
	Income from operations			62,000
	Other revenues and gains
		Interest revenue			25,000
	Other expenses and losses
		Interest expense			      19,000
	Net income		$  68,000

2.	Profit margin      = $68,000 ÷ $585,500 = 11.6%
	Gross profit rate = $189,500 ÷ $585,500 = 32.4%
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