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VOTRE LIEN AVEC CE QUI COMPTE — CONNECTS YOU TO WHAT MATTERS

ADM 2341X
Managerial Accounting
Summer, 2015
Final Exam
August 6, 2015

Instructor: B. La Rochelle, Ph.D., C.P.A
Duration: 180 minutes
Value: 50% of your final grade

Note to students: This is a closed-book exam, containing 7 questions, worth 75 marks
in total. Apart from a standard electronic calculator, without text retention capabilities,
plus sundry writing materials (pens, pencils and the like), no examination aids are
permitted

NAME:

STUDENT #:

Statement of Academic Integrity

The School of Management does not condone academic fraud, an act by a student that
may result in a false academic evaluation of that student or of another student. Without
limiting the generality of this definition, academic fraud occurs when a student commits
any of the following offences: plagiarism or cheating of any kind, use of books, notes,
mathematical tables, dictionaries or other study aid unless an explicit written note to the
contrary appears on the exam, to have in his/her possession cameras, radios (radios with
head sets), tape recorders, pagers, cell phones, or any other communication device which
has not been previously authorized in writing.

Statement to be signed by the student:

| have read the text on academic integrity and | pledge not to have committed or attempted
to commit academic fraud in this exam.

Signed:

Note: An exam without this signed statement will not be graded and will receive a grade of
Zero.




Question 1

The contribution margin format income statement for ABC Inc. for its most recent fiscal

period is as follows:

Totals
Sales $600,000
Variable expenses 400,000
Contribution margin 200,000
Fixed expenses 130,000
Operating income 70,000
Income taxes at 40% 28,000
Net income $ 42,000

Per Unit

$60.00
40.00
20.00

The company had average operating assets of $300,000 during the period.

Required (20 marks total):

(a) Compute the ROI for ABC Inc. under the following circumstances: Show reasoning,

as considered to be appropriate.

(i) (2 marks) The company’s current ROI.

(ii) (2 marks) The company achieves cost savings of $8,000 per period,

through using less costly materials.

(i) (2 marks) Using lean production, ABC Inc. is able to reduce the average
level of inventory by $60,000. The released funds are used to pay bank

loans.

(iv) (3 marks) Sales are increased by $54,000, while operating assets remain

unchanged.

(v) (3 marks) The company issues bonds and uses the proceeds to purchase
$100,000 in machinery and equipment at the beginning of the period.
Interest on the bonds is $6,000 per period. Sales remain unchanged. The
new, more efficient equipment reduces production costs by $5,000 per

period.

(vi) (2 marks) The company invests $30,000 in cash, received from collecting
accounts receivable, in a plot of land that is to be held for possible future

use as a plant site.

(vii) (2 marks) Obsolete inventory, carried on the books at cost of $7,000, is

scrapped and written off as a loss.

(b) (4 marks) Using margin and turnover measures, comment on your results in

parts (v) and (vii), above.



Question 2
Required (8 marks total):

(a) (6 marks) Discuss the nature and components of a budget, the purpose of
budgeting and best budgeting practices.

(b) (2 marks) Discuss how government budgeting processes are comparable to
those of the private sector. Why, if at all, is it unwise for the public to primarily
focus on published government budgets?

Question 3

XYZ Inc. has two divisions, Division A and Division B. Division A produces a
component that is used in automobile braking systems. It has a capacity to produce
3,000 units per period. The component can be sold on the open market at $85 per unit.
Division B manufactures the braking systems, which are then sold to automobile
manufacturers. The capacity of Division B is such that it requires 2,400 components per
period. The average unit component costs to Division A are as follows:

Direct materials $40
Variable expenses 15
Fixed costs &2
$77

If the component is sold by Division A on the open market, Division A would have to pay
a $5 per unit shipping cost. If Division A sold the component internally, Division A would
have to pay a $1 shipping cost.

Required (14 marks total):

(a) (4 marks) If Division A is operating at full capacity, what is the best transfer price,
or range of transfer prices, to justify an internal transfer that benefits XYZ Inc.

overall?

(b) (4 marks) If Division A is operating at 60% capacity, what is the best transfer
price, or range of transfer prices, to justify an internal transfer that benefits XYZ
Inc. overall? What is the maximum number of units that could be transferred?

(c) (4 marks) Suppose that Division B can purchase a substitute for the component
for an outside supplier for $75, including shipping costs. What transfer price, if
any, would motivate the managers to transfer internally (i) in accordance with
part (a); (ii) in accordance with part (b)?



(d) (2 marks) What qualitative considerations, including effects on division

managers, should be addressed in relation to transfer pricing in these
circumstances?

Question 4

Fabricatum Inc. currently produces 8,000 units of Product X per month. The costs of
producing and selling one unit of Product X are as follows:

Direct materials $2.50
Direct labour $3.00
Variable manufacturing overhead $0.50
Fixed manufacturing overhead $4.25
Variable selling and admin $1.50
Fixed selling and admin $2.00

The normal selling price is $18 per unit. The company’s capacity is 10,000 units per
month. A special order has been received from a potential customer for 2,000 units.

The customer is offering to purchase if the price is $14 per unit, based on the volume of
the order. The order would not affect regular sales.

Required (8 marks total):
(a) (5 marks) Should Fabricatum Inc. accept the order?

(b) (3 marks) Assume that Fabricatum Inc. has 500 units of Product X left over from
last year. Last year’s version of Product X is inferior to the current model, and
not suitable for the special order. These units must be disposed of at reduced

prices. What is the minimum sales price that would be acceptable to Fabricatum
Inc.?



Question 5

The following cost information relates to the manufacturing activities of Magnum Inc.
during the past fiscal year:

Purchase of raw materials $32,000
Property taxes, factory 3,000
Work in process, ending 7,500
Utilities, factory 5,000
Direct labour cost 40,000
Indirect labour 10,000

Raw materials, beginning 8,000

Insurance, factory 6,000

Work in process, beginning 6,000
Raw materials, ending 7,000
Depreciation, factory 24,000

Magnum Inc. uses an overhead rate of $3 per machine hour. 10,000 machine hours
were recorded for the year. All raw materials ultimately become direct materials.

Required (6 marks total):
(a) (4 marks) Compute the amount of underapplied or overapplied overhead cost for
the year.
(b) (2 marks) What is a typical accounting treatment for underapplied or overapplied
overhead?.

Question 6

Glide Inc. budgeted for sales of 200,000 units. Its budgeted and actual results are as
follows:

Budgeted

Amount Per Unit Budget Actual
Sales $30,00 $6,000,000 $6,270,000
Direct materials 4.00 800,000 869,000
Direct labour 10,00 2,000,000 2,244,000
Variable manufac-
turing overhead  1.00 200,000 228,800
Variable selling
and administrative 2,00 400,000 426,800
Fixed manufactur-
ing overhead 1,005,000 1,012,000

Fixed selling and
Administrative 408,000 402,000



During the period, Glide Inc. sold 220,000 units.
Required (9 marks total):
(a) (7 marks) Evaluate the performance of Glide Inc., using flexible budgeting.
(b) (2 marks) Discuss why flexible budgeting is important in evaluating performance.
Question 7
Bakem Inc. makes three types of luxury pastries, with the following unit costs:

Pastry A Pastry B Pastry C

Sales price $4.00 $3.00 $2.50
Variable direct costs 2.10 .90 2.00
Fixed overhead allocated

per unit .40 .50 1.00

The fixed costs are allocated to each pastry type based on the quantity produced.
Bakem Inc. currently has excess capacity.

Required (10 marks total):

(a) (4 marks) Which pastry product should Bakem Inc. promote, if the promotion
would result in an increase in sales of 100 units of that pastry product?

(b) (4 marks) Should Pastry C be dropped from the product line? Why or why not?

(c) (2 marks) How, if at all, does a decision as to whether to drop Pastry C from the
product line change, if Bakem Inc. is currently producing at full capacity?
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