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Question 1 (12marks)
Logan Products, a small manufacturer, has submitted the items below concerning last year's operations. The president's secretary, trying to be helpful, has alphabetized the list.
		
		Administrative salaries 	                                    $2,400
		Advertising expense 	                                    $1,200
		Depreciation -- factory building 	                         $800
		Depreciation -- factory equipment 	       $1,600
		Depreciation -- office equipment 	          $180
		Direct labor cost 	                                 $21,900
		Raw materials inventory, beginning 	       $2,100
		Raw materials inventory, ending 	       $3,200
		Finished goods inventory, beginning 	     $46,980
		Finished goods inventory, ending 	     $44,410
		Indirect labor cost 	                                  $11,800
		Insurance on factory 	                                    $1,400
		Purchases of raw materials 	                    $14,600
		Repairs and maintenance of factory 	           $900
		Sales salaries 	                                                   $2,000
		Property taxes on factory 	                          $450
		Work in process inventory, beginning 	        $1,670
		Work in process inventory, ending 	        $1,110
		
Required: Prepare a Statement of Cost of Goods Manufactured for the year.
	
Solutions:			         LOGAN COMPANY
			Statement of Cost of Goods Manufactured
				
		Beginning materials inventory	                                    $ 2,100
		Add: Purchases of materials	                                   $14,600
			Materials available for use	                    $16,700
			Less: ending materials inventory                      $3,200	
                                               Materials Used                                                $13,500
		                  Direct labor	                                                  $21,900
		                  Manufacturing overhead:
		                     Depreciation -- factory building           $800
		                     Depreciation -- factory equipment  $1,600
	                                   Indirect labor cost	                         $11,800
		                     Insurance on factory	                           $1,400
		                     Repairs and maintenance	                $900
		                     Taxes on factory	                              $450	 
                                                         Total Overhead                                      $16,950
		    Total manufacturing cost added	                     $52,350
		    Add: work in process inventory, beginning                $1,670
		         Total manufacturing cost in process                    $54,020
		         Less: work in process inventory, ending                $1,110
		             Cost of goods manufactured	                     $52,910
Question 2 (8 marks)

Pizza Vesuvio makes specialty pizzas. Vesuvio’s controller wants to calculate the fixed and variable costs associated with labour used in the restaurant. Data for the past eight months were collected:

Month                                             Labour Cost ($)                                 Employee Hours
January                                                   7,000                                                      360
February                                                 8,140                                                      550
March                                                      9,010                                                      585
April                                                         9,787                                                      610
May                                                          8,490                                                      480
June                                                          2,450                                                      350
July                                                           9,490                                                       570
August                                                      7,531                                                      310

Required:
1. Using the high-low method, calculate the fixed cost of labour, calculate the variable cost rate per employee hour, and construct the cost formula for total labour cost. To round calculation to two decimal places.
2. Assume that 675 employee hours are budgeted for the month of September. Use the                total labour cost formula to estimate the total labour cost for September.

Solutions:
1.
Step 1—Find the high and low points: The high number of employee hours is in April, and the low number of employee hours is in August.
Step 2—Calculate the variableate:

Variable cost rate	= 


	=  = 
	= $7.52 per employee hour
Step 3—Calculate the fixed cost:
Fixed cost = Total cost – (Variable rate × Employee hours)
Let’s choose the low point with total cost of $7,531 and employee hours of 310.
Fixed cost = $7,531 – ($7.52 × 310) = $7,531 – $2,331.20 = $5,199.80

Step 4—Construct a cost formula: If the variable rate is $7.52 per employee hour and fixed cost is $5,200 per month, then the cost formula for total monthly labour cost is:
Total labour cost = $5,200 + ($7.52 × Employee hours)
or             Y = $5,200 + (7.52)(X)

2.	Total labour cost	= Fixed cost + (Variable rate × Employee hours)
		= $5,200 + ($7.52 × 675)
		= $5,200 + $5,076
		= $10,276
Question 3 (10 marks)

Candyland Inc. produces a particularly rich praline fudge. Each 300-gram box sells for $5.60. Variable unit costs are as follows:

Pecans                             $0.70
Sugar                                  0.35
Butter                                1.85
Other ingredients            0.34
Box, packing material     0.76
Selling commission         0.20

Fixed overhead cost is $32,300 per year. Fixed selling and administrative costs are $12,500 per year. Candyland sold 35,000 boxes last year.

Required:
1. What is the contribution margin per unit for a box of praline fudge? What is the contribution margin ratio?
2. How many boxes must be sold to break even? What is the break-even sales revenue in dollars?
3. What was Candyland’s operating income last year?
4. What was the margin of safety in dollars?
5. Suppose that Candyland Inc. raises the price to $6.20 per box but anticipates a sales drop to 31,500 boxes. What will be the new break-even point in units? If Candyland’s objective is to maximize income, should Candyland raise the price? Explain.
Solutions:

1.	Contribution margin per unit	= $5.60 – $4.20*
		= $1.40

	*Variable costs per unit:

	$0.70 + $0.35 + $1.85 + $0.34 + $0.76 + $0.20 = $4.20


	Contribution margin ratio =  = 0.25


2.	Break-even in units =  = 32,000 boxes


	Break-even in sales	= 32,000 × $5.60 = $179,200

	OR

		=  = $179,200



3.	Sales ($5.60 × 35,000)		$196,000
	Variable cost ($4.20 × 35,000)			147,000
		Contribution margin		$	49,000
	Fixed cost			44,800
		Operating income		$	4,200

4.	Margin of safety = $196,000 – $179,200 = $16,800


5.	New break-even in units =  = 22,400 boxes


	New operating income	= $6.20(31,500) – $4.20(31,500) – $44,800
		= $195,300 – $132,300 – $44,800 = $18,200

	Yes, price should be raised, as operating income will increase by $14,000 ($18,200 – $4,200).



Question 4 (8 marks)

Suppose that back in the 1970s, Steve was asked to build speakers for two friends. The first friend, Jan, needed a speaker for her band. The second friend, Ed, needed a speaker built into the back of his hatchback automobile. Steve figured the following costs for each:

                                                      Jan’s Job                      Ed’s Job
Materials                                          $50                             $75
Labour hours                                      10                               20

Steve knew that Jan’s job would be easier, since he had experience in building the type of speaker she needed. Her job would not require any special equipment or specialized fitting. Ed’s job, on the other hand, required specialized design and precise fitting. Steve thought he might need to build a mock-up of the speaker first, to fit it into the space. In addition, he might have to add to his tool collection to complete the job. Normally, Steve figured a wage rate of $6 per hour and charged 20 percent of labour and materials as an overhead rate.

Required:
Calculate the three cost components and the total cost for each of the two jobs.

Solutions:	Jan’s Job	Ed’s Job
	Materials		$	50	$	75
	Direct labour		60	120
	Applied overhead
		0.20 × ($50 + $60)		22
		0.20 × ($75 + $120)					39
	Total		$132	$234





Question 5 (6 marks)

Describe the major user of management accounting information, and the qualities of accounting information they require. You may answer in point form.



Solutions:

Major user: internal managers who need to make business and managerial decisions.

Examples of qualities of accounting information:

· relevance
· decision-making usefulness
· timeliness
· reliability
· understandability
· comparability and consistency
· materiality
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