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STUDENT NAME:  _________________________________________________

STUDENT NUMBER: ________________________________________________

75 minutes
	
	INSTRUCTIONS

1.	Books and notes are not permitted, except language dictionaries.
2.	Non programmable calculators are permitted.
3. 	Put all answers in the question booklet  
4.   	 Questions concerning possible errors in the exam only will be answered. 



	
	Questions
	
	Max Points

	
Question 1

Question 2 

Question 3

Question 4

Question 5


Total

	
/6

/8

/10

/8

/20


/52




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:
I have read the text on academic integrity and I pledge not to have committed or attempted to commit academic fraud in this examination.

Signed:______________________________________  
Note: an examination without this signed statement will not be graded 

Number in brackets is the grade for the question. Points are in red

Q.1 (6)   Soo Office Equipment manufactures and sells metal shelving. It began operations on January 1, 2009. Costs incurred for 2009 are as follows (V stands for variable; F stands for fixed):

	Direct materials used costs
Direct manufacturing labour costs
Plant energy costs
Indirect manufacturing labour costs
Indirect manufacturing labour costs
Other indirect manufacturing costs
Other indirect manufacturing costs
Marketing, distribution, and customer-service costs
Marketing, distribution, and customer-service costs
Administrative costs
	$140,000 V
30,000 V
5,000 V
10,000 V
16,000 F
8,000 V
24,000 F
122,850 V
40,000 F
50,000 F



Variable manufacturing costs are variable with respect to units produced. Variable marketing, distribution, and customer-service costs are variable with respect to units sold.

Inventory data are as follows:

	
	Beginning,
January 1, 2009
	Ending,
December 31, 2009

	Direct materials
Work in process
Finished goods
	0 kilograms
0 units
0 units
	2,000 kilograms
0 units
? units



Production in 2009 was 100,000 units. Two kilograms of direct materials are used to make one unit of finished product.

Revenues in 2009 were $436,800. The selling price per unit and the purchase price per kilogram of direct materials were stable throughout the year. The company’s ending inventory of finished goods is carried at the average unit manufacturing costs for 2009. Finished goods inventory at December 31, 2009, was $20,970.

Required:

Calculate finished goods inventory, total units, December 31, 2009.


Manufacturing Costs for 100,000 units 

Direct materials costs 					$140,000 
Direct manufacturing labour costs 				    30,000 
Plant energy costs 						      5,000 
Indirect manufacturing labour costs     10,000 + 16,000 = 26,000 
Other indirect manufacturing costs         8,000 + 24,000 = 32,000
+BB(WIP) -_EB(WIP)              0 - 0                                                   0                              
Cost of goods manufactured                                              $233,000 
Average unit manufacturing cost: $233,000 ÷ 100,000 units 
= $2.33 per unit (3)
Finished goods inventory in units: = $20,970 (given) ÷ $2.33 per unit 
= 9,000 units (3)	

	

	

	

	

Q.2 (8) Princeton Manufacturing budgeted $325,000 and incurred $337,000 of overhead costs in the past year. During the year, it allocated $302,000 to its production. An extract from the company’s financial records showed the following account balances:

Work-in-Process Inventory			$26,000
Finished Goods Inventory				$37,625
Cost of Goods Sold				$86,375

Required:

Prepare the journal entry to dispose of this underallocated or overallocated overhead amount using, 
2.1 Immediate write-off to Cost of Goods Sold
2.2 Proration based on ending balances (before proration) in Work-in-Process Inventory, Finished Goods Inventory, and Cost of Goods Sold
Show work.
2.3 Which method do you recommend for this company?

2.1  
Under- or Overallocated MOH = Actual MOH – Allocated MOH
Under- or Overallocated MOH = $337,000 - $302,000
= $35,000 UNDERallocated  (1)


2.2  Proration Schedule

	
	Unadjusted Balance

	Calculation
	%
	Underallocated
Overhead

	Prorated
Amount


	WIP
	$26,000
	26/150
	17.3
	$35,000
	$6,067

	FG
	37,625
	37.625/150
	25.1
	
	8,779

	COGS
	86,375
	86.375/150
	57.6
	
	20,154

	Total
	150,000
	
	100
	
	35,000



2.1 
DR COGS 35,000
		CR MOH Control $35,000
or
Dr. MOH Allocated $302,000
Cr. MOH Control $337,000 (2)


2.2 Journal Entry if prorated
Dr. Cost of Goods Sold $ 20,154
Dr. Work in Process Inventory $ 6,067
Dr. Finished Goods Inventory $ 8,779
	CR MOH Control $35,000  (3)
or
Dr. MOH Allocated $302,000
Cr. MOH Control $337,000

2.3.   It should be prorated – the underallocation is more than 10% of the allocated amount. (2)
	

	

	

	

	


Q.3 (10)  The Award Plus Company manufactures medals for winners of athletic events and other contests. Its manufacturing plant has the capacity to produce 12,000 medals each month; current production and sales are 9,000 medals per month. The company normally charges $200 per medal. Cost information for the current activity level is as follows:

	Variable costs (vary with units produced):
Direct materials
Direct labour
Variable costs (vary with number of batches):
Setups, material handling, quality control
Fixed manufacturing costs
Fixed marketing costs
	
$360,000
405,000

126,000*
325,000
224,000

	Total Costs
	$1,440,000


*Costs of $126,000 are based on 180 batches at $700 per batch

Award Plus had just received a special one-time-only order for 2,500 medals at $168 per medal. Accepting the special order would not affect the company’s regular business. Award Plus makes medals for its existing customers in batch sizes of 50 medals (180 batches x 50 medals per batch = 9000 medals). The special order requires Award Plus to make the medals in 25 batches of 100 each.

Required:

3.1 Should Award Plus accept this special order? Explain briefly.

3.2 Suppose plant capacity was only 10,000 medals instead of 12,000 medals each month. The special order must either be taken in full or rejected totally. Should Award Plus accept the special order?

3.1  The incremental revenue and the incremental costs of the additional 2,500 units as follows: 
Incremental revenue 					$168 × 2,500 $420,000 
Incremental direct material costs 			2,500 × $40 =  100,000 
Incremental direct manufacturing labour costs 2,500 × $45 =  112,500 
Incremental batch manufacturing costs 		$700 × 25 =       17,500 
Total incremental costs 						$230,000 
Total incremental operating income from accepting the special order $190,000 
Award Plus should accept the one-time-only special order if it has no long-term implications.
(5) 


3.2 Award Plus has a capacity of 10,000 medals. Therefore, if it accepts the special one-time order of 2,500 medals, it can sell only 7,500 medals instead of the 9,000 medals that it currently sells to existing customers – they must forgo sales of 1,500 medals to its regular customers. Alternatively, Award Plus can reject the special order and continue to sell 9,000 medals to its regular customers. 

Increase in operating income from the 2,500-unit special order equals $190,000 (requirement 1). 
The loss in operating income from selling 1,500 fewer units to regular customers equals: 
Lost revenue $200 × 1,500 = 						$300,000 
Savings in direct materials costs 			$40× 1,500 =      60,000 
Savings in direct manufacturing labour costs 	$45 × 1,500 =     67,500 
Savings in batch manufacturing costs 	$700 × 30 = 21,000 
Operating income lost 						$ (151,500) 
Accepting the special order will result in an increase in operating income of $38,500 ($190,000– $151,500). The special order should therefore be accepted.
(5)
Or  Total Reveue = 7,500*$200  + 2,500*$168 = 1,500,000 + 420,000 =  $1,920,000
       Total VC  10,000* $85 =                                                                          - $850,000   
        Total Batch Costs 7,500/50 *$700  + 2,500/100 *$700 =                        - 122,500
        Total FC = 325,000 +  224,000                                                               -  549,000                                                                                                                            
Income                                                                                                                $398,500
VS  360,000 now a gain of   + $38,500	
  
Q.4. (8)  Whitefish Machine Shop is a manufacturer of motorized carts for vacation resorts. Pat Cruz, the plant manager of Whitefish, obtains the following information for Job #10 in August 2010. A total of 40 units were started, and 5 spoiled units were detected and rejected at final inspection, yielding 35 good units. Costs assigned prior to the inspection point are $1,000 per unit. The current disposal price of the spoiled units is $200 per unit. When the spoilage is detected, the spoiled goods are inventoried at $200 per unit.

Required:

Prepare the journal entries to record the spoilage, assuming:
4.1 The spoilage is normal and related to the specific job.
4.2 The spoilage is normal and common to all jobs.
4.3 The spoilage is considered to be abnormal spoilage.

Show work and calculate the cost per unit for the units remaining in the job for each case.

4.1 
           Inventory(spoiled goods at current disposal value) 5 × $200   = $ 1,000 
Work-in-Process Control (Job #10)						         1,000 
Note: The costs incurred on the bad units (5 × $1,000) are already part of the balance in WIP. 
The cost of the 35 good units is (35 × $1,000) + (5 × $800) = $39,000 /35 =  $1,114 per unit 
(4)


4.2 
      Inventroy (spoiled goods at current disposal value) 5 × $200 = $1,000 
      Manufacturing Overhead Control (normal spoilage)           	4,000 
Work-in-Process Control (Job #10) 					5,000 
No change to cost per unit 35 * $1,000 = $35,000 stays at $1,000 per unit.
(2)

Note: In developing the predetermined overhead rate, the budgeted manufacturing overhead would include expected normal spoilage costs. 

4.3

Materials Control (spoiled goods at current disposal value) 5 × $200 = $1,000 
Loss from Abnormal Spoilage 5 × $800 = 				      4,000 
Work-in-Process Control (Job #10) 						5,000 

No change to cost per unit 35 * $1,000 = $35,000 stays at $1,000 per unit.
(2)
Note: If the spoilage is abnormal, the net loss is highlighted and always charged to an abnormal loss account. 
	

	

	

	

	

	

	

	

	
Q.5 (20) Normal and Abnormal Spoilage and process costing  Molding department. Lang Manufacturing Company uses process costing. All direct materials are added when units are 50% complete, and conversion costs are added evenly during the process. Spoiled units are detected upon inspection at the 80% of the process and are disposed of at zero net disposal value. Normal spoilage is 10% of good units. Summary data for March 2010 are

	
	Physical
Units
	Direct
Materials
	Conversion
Costs

	Work in process, March 1*
Started during March 2010
Goods units completed and transferred out 
during March 2010
Work in process, March 31**
Total costs added during March 2010
	30,000
50,000

40,000
32,000
	$144,000




$504,000
	$216,000




$699,840


*  Degree of completion: conversion costs, 60%.
 ** Degree of completion: conversion costs, 90%.

Required:

5.1 For each cost category, compute equivalent units using the weighted-average method.  For each cost category, calculate cost per equivalent unit. The application of costs is not required.

5.2 For each cost category, compute equivalent units using the FIFO method.  Costs are not required.


	WIP – Molding

	BB        30,000
Started  50,000
              80,000


EB  32,000 
	Completed  40,000
     30,000 from BB
    10,000 from Started 
Spoiled 8,000
(80,000 - 40,000 -32,000)




 Good units inspected = 
WIP(BB) + Started and completed + WIP(EB)
30,000 + 10,000 + 32,000 = 72,000
NS = 10%*72,000 = 7,200
AS = 8,000 - 7,200 =800    


(6)

	Equivalent Units 

	
	Units
	DM at 50%
	CC

	Completed
	40,000
	40,000
	40,000

	NS 10% * 40,000
	4,000
	4,000
	3,200(80%)

	
	
	
	

	WIP(EB)
	32,000
	32,000
	28,800(90%)

	NS 10% * 32,000
	3,200
	3,200
	2,560(80%)

	
	
	
	

	AS
	800
	800
	640(80%)

	
	
	
	

	Total
	
	80,000
	75,200

	
	
	
	

	Costs  $s
	
	
	

	
	
	144,000+504,000 =
$648,000
	216,000+699,840 =
$915,840

	Per EU $s
	
	$8.10
	$12.17


(8)	

	


	

	FIFO  Equivalent Units for Work performed this period

	
	Units
	DM at 50%
	CC

	Completed: 
	
	
	

	   BB – previous period (60%)
	30,000
	Costs go out first from previous period

	   BB – current period  (40%)
	
	0
	12,000(40%)

	  From Started 
	10,000
	10,000
	10,000

	  NS 10% * 40,000
	4,000
	4,000
	3,200(80%)

	
	
	
	

	WIP(EB)
	32,000
	32,000
	28,800(90%)

	NS 10% * 32,000
	3,200
	3,200
	2,560(80%)

	
	
	
	

	AS
	800
	800
	640(80%)

	
	
	
	

	Total
	80,000
	50,000
	57,200

	
	
	
	



(6)	
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