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QUESTION I-A. 12

A fire on the premises of Bydo Inc. destroyed most of its records. Below is an incomplete set of data for operations in 2020: 
	Raw materials, beginning inventory
	$13,000

	Purchases
	13,000

	Direct materials used
	20,000

	Direct labour
	25,000

	Factory overhead
	8,000

	Work in process, beginning inventory
	8,000

	Work in process, ending inventory
	7,000

	Finished goods, beginning inventory
	6,000

	Cost of goods sold
	55,000

	Gross profit
	9,000

	Operating income (loss)
	(4,000)



Instructions:  Prepare in good formats
a. A cost of goods manufactured schedule (Assume all raw materials used were direct materials.) for 2020 year. (7 marks)
b. Prepare an income statement through operating income (loss) for 2020 year. (5 marks)


QUESTION I-B. 12
 
John owns the Campus Cutter Barber Shop. He employs five barbers and pays each a base salary of $1,000 per month. One of the barbers serves as the manager and receives an extra $750 per month. In addition to the base salary, each barber receives a commission of $8 per haircut. Each barber can do as many as 20 haircuts a day, but the average is 14 haircuts each day. The Campus Cutter Barber Shop is open an average of 25 days per month and charges $20 per haircut.
Other costs are incurred as follows: 

	Advertising
	 $750 per month

	Rent
	$1,000 per month

	Supplies
	 $2.50 per haircut

	Utilities
	  $350 per month, plus $0.75 per haircut

	Magazines
	   $150 per month

	Cleaning supplies
	 $0.75 per haircut



Instructions
A. Calculate the monthly break-even point for the following: (8 MKS)
1. Number of haircuts
2. Total sales dollars
3. As a percentage of maximum capacity
B. If John would like a $6,000 monthly profit after tax, calculate the number of haircuts that must be given per month to achieve this profit. Campus Cutter Barber Shop tax rate is 40%. 
(4 MKS)



QUESTION II-A. 10

SY Telc has recently started to manufacture RecRobo, a three-wheeled robot that can scan a home for fires and gas leaks and then transmit this information to a mobile phone. The cost structure to manufacture 20,000 RecRobos is as follows: 
	 
	Cost

	Direct materials ($35 per robot)
	$    700,000

	Direct labour ($30 per robot)
	600,000

	Variable overhead ($10 per robot)
	200,000

	Allocated fixed overhead ($25 per robot)
	500,000

	Total
	$2,000,000


SY Telc is approached by Chen Inc., which offers to make RecRobo for $80 per unit or $1.6 million.
Instructions
Using incremental analysis, determine whether SY Telc should accept this offer under each of the following independent assumptions: 
1. Assume that $400,000 of the fixed overhead cost is avoidable. (5 marks)
2. Assume that none of the fixed overhead is avoidable. However, if the robots are purchased from Chen Inc., SY Telc can use the released productive resources to generate additional income of $200,000. (5 marks)


QUESTION II-B. 10

Nicole Filippas, a recent graduate of Rollings University's accounting program, evaluated the operating performance of Poway Company's six divisions. Nicole made the following presentation to Poway's board of directors and suggested the Erie division be eliminated. “If the Erie division is eliminated,” she said, “our total profits would increase by $23,870.” 
	 
	The Other Five Divisions
	Erie Division
	Total

	Sales
	$1,664,200
	$    96,200  
	$1,760,400

	Cost of goods sold
	      978,520
	      76,470  
	  1,054,990

	Gross profit
	      685,680
	      19,730  
	      705,410

	Operating expenses
	      527,940
	      43,600  
	      571,540

	Net income
	$    157,740
	$(23,870)
	$    133,870



In the Erie division, the cost of goods sold is $70,000 variable and $6,470 fixed, and operating expenses are $15,000 variable and $28,600 fixed. None of the Erie division's fixed costs will be eliminated if the division is discontinued.
Instructions
	Is Nicole right about eliminating the Erie Division? Prepare a schedule to support your answer.


QUESTION III. 12

Boat Refit Inc. produces and sells custom parts for powerboats. The company uses a costing system based on actual costs. Selected accounting and production information for fiscal 2020 is as follows: 
	Net income (under absorption costing)
	$  400,000

	Sales
	$3,400,000

	Fixed factory overhead
	$  600,000

	Selling and administrative costs (all costs are fixed)
	$  280,000

	Net income (under variable costing)
	$  310,000

	Units produced
	2,000



Boat Refit had no work in process inventory at either the beginning or the end of fiscal 2020. As well, the company did not have any finished goods inventory at the beginning of the fiscal year.
Instructions
a. Calculate the product costs per unit under absorption costing. (6 marks)
b. Calculate the product costs per unit under variable costing. (2 marks)
c. [bookmark: _Hlk529686807]Calculate the costs of ending inventory under absorption costing. (2 marks)
d. Calculate the cost of ending inventory under variable costing. (2 marks)


QUESTION IV. 12

Kirkland Metal Corporation has two divisions. The fabrication division transfers partially completed components to the assembly division at a predetermined transfer price. The fabrication division's standard variable production cost per unit is $300. The division has no excess capacity, and it could sell all of its components to outside buyers at $380 per unit.
Instructions
a. Determine an appropriate transfer price for the fabrication division. (2 marks)

b.  How would the transfer price change if the fabrication division had excess capacity? 
(2 marks)

c. Assume that the transfer price for the component has been set at $374, which is the fabrication division's total cost plus a 10% markup. The fabrication division's total cost of a component is $340, which includes fixed overhead applied at the rate of $400,000 of budgeted fixed overhead costs on budgeted annual production of 10,000 units. The assembly division has a special offer for its product of $435. The assembly division incurs variable costs of $100 in addition to the transfer price for the fabrication division's components. Both divisions currently have excess capacity.
Instructions
1. Is the assembly division's manager likely to accept or reject the special offer? Why? 
(3 marks)
2. Is this decision in the best interests of the company as a whole? Why or why not? 
(3 marks)
3. How could the situation be remedied using the transfer price? (2 marks)




QUESTION V-A. 10

Tyson Chandler Company's sales budget projects unit sales of part 200Y of 11,000 units in January, 13,000 units in February, and 16,000 units in March. Each unit of part 200Y requires 2.5 kg of materials, which cost $2 per kilogram. Tyson Chandler Company wants its ending raw materials inventory to equal 25% of the next month's production requirements, and its ending finished goods inventory to equal 30% of the next month's expected unit sales. These goals were met at December 31, 2019.

Instructions

a. Prepare a production budget for January and February 2020.  (5 marks)  

b.   Prepare a direct materials budget for January 2020 (5 marks)
 

QUESTION V-B. 10

NIU Company's budgeted sales and direct materials purchases are as follows: 
	 
	    Budgeted Sales
	Budgeted Direct Materials Purchases

	January
	        $350,000
	                      $40,000

	February
	          280,000
	                        25,000

	March
	          380,000
	                        50,000



NIU's sales are 60% cash and 40% credit. Historically 5% of credit sales remain uncollectible. It collects 15% of credit sales in the month of sale, 40% in the month following sale, and the remaining in the second month following sale. NIU's purchases are 30% cash and 70% on account. It pays purchases on account 40% in the month of purchase, and 60% in the month following purchase.

Instructions
a. Prepare a schedule of expected collections from customers for March  
(5 marks)
b.   Prepare a schedule of expected payments for direct materials for March.
      (5 marks) 

QUESTION VI. 12
The following information was taken from the annual manufacturing overhead cost budget of Fernetti Company: 
	Variable manufacturing overhead costs
	$34,650

	Fixed manufacturing overhead costs
	$19,800

	Normal production level in labour hours
	16,500

	Normal production level in units
	4,125

	Standard labour hours per unit
	4



During the year, 4,000 units were produced, 16,100 hours were worked, and the actual manufacturing overhead was $55,000. Actual fixed manufacturing overhead costs equalled the budgeted fixed manufacturing overhead costs. Overhead is applied based on direct labour hours.

Instructions

	1. Compute all possible variances given the information provided above. (8 Marks)


	2. Compute the total budget variance for manufacturing overhead during the last period. 
(2 marks) 

3. Compute the total under-applied (over-applied) manufacturing overhead. (2 marks) 







QUESTION I-A. 12
	Bydo Inc
Cost of goods manufactured schedule 
for the year ended December 31,2020
	
	
	
	

	
	
	
	
	
	
	

	Work in process, beginning inventory
	
	
	$8,000
	.

	Raw materials, beginning inventory
	$13,000
	.
	
	

	Purchases
	
	
	$13,000
	.
	
	

	Total Material available for use
	$26,000
	
	
	

	less Raw Materials, ending inventory
	$6,000
	
	
	

	Direct materials used
	
	
	$20,000
	.
	

	Direct labour
	
	
	
	$25,000
	.
	

	Factory overhead
	
	
	$8,000
	.
	

	Total manufacturing costs
	
	
	
	$53,000
	.

	Total work in process
	
	
	
	$61,000
	.

	Less work in process ending inventory
	
	
	$7,000
	.

	costs of good manufactured
	
	
	$54,000
	.

	BYDO INC
Income Statement 
for the year ended December 31, 2020
	

	Sales
	
	
	
	
	$64,000
	

	Finished goods, beginning inventory
	$6,000
	.
	
	

	Costs of good manufactured
	$54,000
	.
	
	

	Goods Available for Sales
	
	$60,000
	.
	
	

	Less Finished goods Ending inventory  
	$5,000
	.
	
	

	Cost of goods sold
	
	
	
	$55,000
	.

	Gross profit
	
	
	
	
	$9,000
	.

	Less: Operating expenses
	
	
	
	$13,000
	

	Operating (loss) for 2020. 
	
	
	
	$4,000
	

	
	
	
	
	
	
	




QUESTION I-B. 12
	(a)
	
8 MKS
Variable cost per haircut =

	
	          ($8.00 + $2.50 + $0.75 + $0.75) = $12.00 

	
	
Total fixed costs

	
	 [($1,000 + $750) + (4 × $1,000) + $750 + $1,000 + $350 + $150] = $8,000 



	
	(1)
	CM per haircut = $20.00 – $12.00 = $8.00 

	
	
	Sales in units at break-even = $8,000 ÷ $8 = 1,000  



	
	(2)
	Selling price per haircut = $20.00

	
	
	Sales in dollars at break-even = 1,000 × $20.00 = $20,000 



	
	(3)
	Monthly capacity = 5 barbers × 20 haircuts per day × 25 days

	
	
	Monthly capacity = 2,500 haircuts 

	
	
	Ratio of BE to capacity = 1,000 ÷ 2,500 = 40% 




	(b)
	4 KMS
	Target profit before tax =$6,000/ (1- .40) = $10,000 
	
	the number of haircuts to achieve Target operating income =
 ($8,000 + $10,000) ÷ $8 = 2,250 units 








QUESTION II-A. 10

	(a) (1)
	
	
	
	
	

	· 
	     Make    
	
	      Buy      
	
	Net Income 
Increase
  (Decrease)  

	Direct materials
	$700,000
	
	—
	
	$700,000

	Direct labour
	600,000
	
	—
	
	600,000

	Variable overhead
	200,000
	
	—
	
	200,000

	Fixed overhead
	500,000
	
	$   100,000
	
	400,000

	Purchase price
	        —
	
	  1,600,000
	
	  (1,600,000)

	Total annual cost
	$2,000,000
	
	$1,700,000
	
	$300,000



       Yes. The offer should be accepted because net income will increase by $300,000. 
	
     (2)	
	
	
	
	
	

	· 
	     Make    
	
	      Buy      
	
	Net Income 
Increase
  (Decrease)  

	Direct materials
	$700,000
	
	  —
	
	$700,000

	Direct labour
	600,000
	
	  —
	
	600,000

	Variable overhead
	200,000
	
	  —
	
	200,000

	Fixed overhead
	
	
	
	
	  —            

	Opportunity cost
	200,000
	  
	  —  
	
	     200,000      

	Purchase price
	—
	
	  1,600,000
	
	  (1,600,000)

	Total annual cost
	$1,700,000
	
	$1,600,000
	
	$100,000



       Yes. The offer should be accepted because net income will increase by $100,000. 

QUESTION II-B. 10
	
	

Continue
	
	

Eliminate
	
	Net Income Increase   (Decrease)



	Sales
	 $96,200
	
	 $   -0-
	
	  $(96,200)

	Variable costs ($70,000 + $15,000) 
	   85,000
	
	      -0-
	
	     85,000

	Contribution margin
	   11,200
	
	      -0-
	
	    (11,200)

	Fixed costs ($6,470 + $28,600) 
	   35,070
	
	  35,070
	
	   -0-

	Net income (loss)
	 $(23,870)
	
	$(35,070)
	
	  $(11,200)


· Each number 1 MK
Nicole is incorrect. The incremental analysis above shows that net income will be $11,200 less if the Erie Division is eliminated. This amount equals the contribution margin that would be lost through discontinuing the division. 


QUESTION III. 12
	(a)
	Fixed MOH per unit = $600,000 ÷ 2,000 units = $300 

	
	Absorption costing net income  .
	$400,000

	 
	Variable costing net income  .
	310,000

	
	Difference
	$90,000


          Since absorption costing net income exceeds variable costing net income, this means sales must have been less than production, and $90,000 of fixed manufacturing overhead was deferred in the ending inventory at $300 per unit. 	
$90,000 ÷ $300 = 300 units  If 300 units are left in finished goods ending inventory, and there was no beginning inventory, then sales must have been 1,700 units.	(2,000 – 300 = 1,700)
	
	Gross margin = net income + selling and administrative expenses

	Gross margin = $400,000 + $280,000 = $680,000 

	
	Absorption costs = Sales – gross margin
	
	

	
	Absorption costs = $3,400,000 – $680,000 = $2,720,000 

	
	Cost per unit = $2,720,000 ÷ 1,700 (2,000 – 300) = $1,600 


	
(B) Calculate the costs per unit under variable costing. (2 marks)
 Cost per unit under absorption – Fixed MOH
  $1,600 - $300 + $1,300   Or
	(b)
	Contribution margin = net income + fixed costs

	
	Contribution margin = $310,000 + $880,000 = $1,190,000

	 
	Variable costs = Sales – contribution margin
	

	
	Variable costs = $3,400,000 – $1,190,000 = $2,210,000

	
	Cost per unit = $2,210,000 ÷ 1,700 = $1,300



(C) Calculate the costs of ending inventory under absorption costing 
	End Inv = $1,600 cost per unit x 300 units = $480,000

(D) Calculate the costs of ending inventory under variable costing 
	End Inv = $1,300 cost per unit x 300 units = $390,000



QUESTION IV. 12
(a)  When there is no excess capacity, the appropriate transfer price 	between divisions would be the market price, or $380. 
(b)  When there is excess capacity, the minimum transfer price would be any incremental variable costs, less cost savings created by transferring internally.  If the excess capacity is not large enough to fill the total transfer order, then the minimum transfer price will be a weighted-average version of the variable cost and the market price. 

(c)
(1) The assembly division manager would reject the special offer, because it will show a loss for the division.

			
	Offered price
	
	$     435        .

	Less:  
	variable costs
	$100 
	

	
	transfer costs
	374 
	     474     .

	Loss per unit
	
	$ (39)    



(2)  In the best interests of the company as a whole, the manager should accept the offer.

			
	Offered price
	
	. $435 

	Less:  
	fabrication Variable costs
	$300 
	.

	
	assembly Variable costs
	100 
	 400 

	Income per unit
	
	 $  35



	Because both divisions have excess capacity, the only relevant costs in making the decision would be the incremental variable costs.

     (3)  The best way to remedy the situation would be to allow the two divisions to establish a negotiated transfer price that would divide the profits equally between the two divisions. 

QUESTION V-A. 10
(a)	TYSON CHANDLER COMPANY
	Production Budget—200Y
	For the Two Months Ending February 29, 2020
	

	
	
	Month
	
	

	· 
	
	  Jan
	
	  Feb
	

	Expected unit sales
	
	11,000
	
	13,000
	

	Add:  Desired ending finished goods 1, 2
	
	3,900
	
	4,800
	

	Total required units
	
	14,900
	
	17,800
	

	Less: Beginning finished goods inventory 3
	
	3,300
	
	3,900
	

	Required production in units
	
	11,600
	
	13,900
	



1 13,000 × 30%    2 16,000 × 30%    3 11,000; 13,000 × 30% 


(b)
	TYSON CHANDLER COMPANY
	Direct Materials Budget (kgs)
	For the Month Ending January 31, 2020
		

	
	Total

	Units to be produced    
	  11,600

	Direct materials per unit (kg)  
	  2.5

	Total required for production  
	29,000.00

	Add:  Desired ending inventory1   
	8,687.50

	Total materials required  
	37,687.50

	Less: Beginning inventory2    
	  7,250.00

	Materials purchases in units  
	30,437.50

	Cost per kilogram   
	$2

	Total cost of materials purchases
	$60,875



                      125% of next month’s production needs, (25% × 13,900 × 2.5) 
                      225% × current month’s production needs



QUESTION V-B. 10
 (a)
NIU COMPANY
Schedule of Expected Collections from Customers
For the Month Ending March 31, 2020
· 
	

	January—credit sales ($350,000 × 40% x 95% × 45%)
	$ 59,850

	February—credit sales ($280,000 × 40% × 95% x 40%)
	42,560

	March—cash sales ($380,000 × 60%)
	228,000

	March—credit sales ($380,000 × 40% × 95% x 15%)
	21,660

	Total expected collections from customers
	$352,070




(b)
NIU COMPANY
Schedule of Expected Payments for Direct Materials
For the Month Ending March 31, 2020
	

	February—credit purchases ($25,000 × 70% × 60%)
	$10,500

	March—cash payments ($50,000 × 30%)
	15,000

	March—credit payments ($50,000 × 70% × 40%)
	14,000

	   Total expected payments
	$39,500






QUESTION VI. 12

	(1)      8 PTS                             Total Variable Overhead Variances

	
	
	 Spendi. Variance
	
	Quantity Variance
	
	

	Actual
	
	
	
	(AQ
	×
	SP)
	
	(SQA
	×
	SP)

	(55,000 –   19,800)
	
	
	
	16,100
	×
	$2.1
	
	      16,000
	×
	$2.1

	          $35,200
	
	     $33,810
	
	      $33,600

	
	
	 
	 
	 
	
	 
	 
	 
	 
	

	
	
	$1390 U
	
	$210U
	
	

	
	
	
	
	 
	 
	 
	 
	
	
	

	
	
	
	
	$1,600 U
	
	
	
	

	
	
	
	Total Variable Overhead Variance
	
	
	




	Total Fixed Overhead Variance

	
	
	 SP Variance
	
	Quantity Variance
	
	

	ACTUAL
	
	
	
	(SH
	×
	SR)
	
	(SHA
	×
	SR)

	$19,800
	
	
	
	 16,500
	×
	[bookmark: _GoBack]$1.2
	
	  16,000
	×
	$1.2

	$19,800
	
	$19,800
	
	$19,200

	
	
	 
	 
	 
	
	 
	PVV 
	 
	 
	

	
	
	$0 U
	
	$600 U
	
	

	
	
	
	
	 
	 
	 
	
	
	
	

	
	
	
	
	$600 U
	
	
	
	

	
	
	
	Total Fixed Overhead Variance
	
	
	

	
	
	
	
	
	
	


2. Compute the total budget variance for manufacturing overhead during the last period. 
= Total Varia OH Variance + Fixed OH Spending Variance 
	= $1,600 +0 = $1,600 U  
	 



3. Compute the total under-applied (over-applied) manufacturing overhead. 
= Actual $55,000 – Applied 52,800 =Under-applied $2,200 
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