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STUDENT NAME:  


	Section
	Time
	Professor
	Check √ your section

	M 
	Mon–Wed: 1600-1730,1430-1600
	Brian Conheady 
	

	N
	Tues-Thurs: 10:00 - 11:30, 830-1000
	Rhonda Pyper 
	

	P
	Mon-Wed: 100-230,1130-100
	Ronald Eden 
	

	Q 
	Tues: 13:00 - 14:30, 1130-1300
	Rhonda Pyper 
	

	R 
	Wed: 19:00 - 22:00
	Ronald Eden 
	



STUDENT NUMBER:  


Instructions:

1. Answer all questions in this booklet.  Booklet is not to be removed from the examination room.  You may separate the pages but ensure that you put them back together and staple before handing in.  

2. Please limit your answer to the space provided.  Please indicate if you use the back of a page.

3. The use of standard abbreviations (O/H for Overhead and CM% for Contribution Margin Percentage) is quite acceptable.

4. Budget your time wisely. Please do not ask the invigilators questions.  Make reasonable assumptions where necessary.

5. Language dictionaries are allowed. 
	
	Question
	Max Grades

	Short Answer
	Qs 1 to 8
	33

	Exercises and Problems


	Q.9
	9

	
	Q.10
	10

	
	Q.11
	9

	
	Q.12
	15

	
	Q.13
	9

	
	Q.14
	15

	
	Total
	100





Budget about  1.8 minutes per grade.

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 and will receive an  exam grade of zero. 

Q. 1  (2 points)
  Which of the following statements is false? 

a) A static budget only takes into account a single level of activity. 

b) A flexible budget can be used to develop budgeted costs for any activity level. 

c) A flexible budget can be used to develop budgeted costs for any activity level within a specified range. 

d) Total fixed costs in the static budget will equal total fixed costs in the flexible budget at any activity level within the specified range.

Q.2  (2 points)
 Which of the following is NOT an argument for labour costs being treated as fixed costs

a) companies, in current times, are reluctant to lay off employees in slow times

b) manufacturing environments are driven less by labour hours than they were in the past

c) direct labour can be attributed to each unit

d) the value of “knowledge workers” and the demand for these highly skilled employees has risen dramatically.

Q.3   (4 points)
Greenview Stables wants to be able to predict their hydro costs, which seem to have a fixed portion and a variable portion that is based on the number of lessons that are taught (they only turn the lights and heat in the arena on when lessons are taught).  


# lessons
Hydro Costs

Jan
175

2300

Feb
200

2500

Mar
250

2800

Apr
225

2900

Provide a cost formula that will best fit the information above:

VC = ($2800 – 2300) (250 – 175)

$500/75 =   $6.667

FC =  $2800 – 1667 = 1133

TC’ =  $1,133 + $6.667 x Lessons 

Q.4  (6 points)
Lucido Products markets two computer games: Claimjumper and Makeover.  A contribution format income statement for a recent month for the two games appears below:

	
	Claimjumper
	Makeover
	Total

	Sales

Less variable expenses

Contribution margin

Less fixed expenses

Operating income
	$30,000

20,000
$10,000
	$70,000

50,000
$20,000
	$100,000

  70,000
30,000

  24,000
$   6,000


Required
a) Compute the target sales in dollars if the target profit is $20,000.

b) What would be the sales level in dollars for each product at the level of sales in part 1.
c) If there were a sales shift out of Makeover to Claimjumper, would the break even point  increase or decrease. Explain.
a. CM % = 30%      1 point  
TS in $s =  (FC + TP)/30%    =  $44,000/30% = $146,667  1 point


b. Share of Claimjumper = 30/100 = 30%;  So sales = 30% x 146,667 = $44,000 1 point  
    Share of  Makeover = 70/100 = 70%; So  sales =  70% x 146,667 = $102,667  1 point
c.  If there were a sales shift to Claimjumper, the breakeven point would decrease, because Claimjumper has a higher CM %(10/30 = 33%) compared to Makeover( 20/70 = 28.57%), causing the overall CM % to increase.   2  points
Q.5  (6 points)
An auditor for the Canada Revenue Agency is trying to reconstruct some partially destroyed records of a taxpayer.
	Accounts receivable, 12/31

Cost of goods sold

Accounts payable, 1/1

Accounts payable, 12/31

Finished goods inventory, 12/31

Gross margin

Work in process, 1/1

Work in process, 12/31

Finished goods inventory, 1/1

Direct material used

Direct manufacturing labor

Indirect manufacturing costs

Purchases of direct material

Revenues

Accounts receivable, 1/1
	$6,000

A

3,000

1,800

B

11,300

0

0

4,000

8,000

3,000

7,000

9,000

32,000

2,000


Required:  Find the unknowns designated by capital letters.  Some of the information is not needed.

	Sales 
	
	$32,000

	COGS 
	32,000 – 11,300  3 points
	20,700 A

	GM
	
	11,300

	
	
	

	Manufacturing Costs:
	
	

	   DM Used 
	
	8,000

	   Manf Overhead
	
	7,000

	   Direct Labour
	
	3,000

	Total 
	
	18,000

	+ WIP BB
	
	0

	- WIP EB
	
	0

	=  COGM
	
	18,000

	+ FG BB
	
	4,000

	- FG EB
	18,000 + 4,000 – 20,700
 3 points
	1,300 B

	= COGS
	
	20,700


Q. 6  ( 4 points)

  
A motorcycle manufacturer was concerned with declining market share because of foreign competition.  To become more efficient the company was considering changing to a Just-In-Time (JIT)/TQM (Total Quality Management)  production system.  As a first step in analysing the feasibility of the change, the company identified its major activities.  Among the  activities were the following:

1. Materials receiving and inspection

2. Production scheduling

3. Production set-up

√     4. Rear and front wheel assembly

5. Body and seat assembly      √      1 point
6. Move engine from fabrication to assembly building


7. Assemble handlebars    √     1 point
8. Inspect paint.

9. Rework or repaint  defective motorcycles

10. Install speedometer       √     2 points
11. Put completed motorcycle in finished goods storage

Deduct 1 point for each wrong answer 
From the list of activities given above, check the value-added activities:

Item 4 is shown as an example. 

Q. 7   (2  points)   Topic not covered in W2009
When a company shifts from a traditional cost system in which overhead is applied based on direct labour-hours to an activity-based costing system in which there are batch-level costs, the unit product costs of high-volume products typically decrease whereas the unit product costs of low-volume products typically increase.  Why?

a . The activity costs are spread over more units in total for the high volume product because of economies of scale.

b.  The number of units in a batch tends to be higher for the high volume product so the activity costs per unit is lower. .   √     2 points
c. The number of units in a batch tends to be lower for the high volume product so the activity costs per unit is lower.

d. The number of units in a batch tends to be higher for the low volume product so the activity costs per unit is higher 

Q. 8    (7 points)
Vanier Motors assembles and sells motor vehicles. Data relating to April 2007 are:

	
	April

	Unit data

   Beginning inventory

   Production

   Sales

Variable costs

   Manufacturing costs per unit produced

   Marketing costs per unit sold

Fixed costs

   Manufacturing costs

   Marketing costs
	0

500

350

$10,000

3,000

$2,000,000

600,000


The selling price per motor vehicle is $24,000.

Required
1. Prepare an  income statement for Nascar Motors in April 2007 under variable costing

2. Prepare a numerical reconciliation and explanation of the difference between operating income for the month under absorption costing an variable costing. There is no need to prepare an absorption income statement.
1.
	Sales 
	350 * $24,000
	$8,400,000

	VC  
	350 * (10,000 + 3,000)
	1 point 4,550,000

	CM
	
	3,850,000

	FC
	$2,000,000 + 600,000
	1 point 2,600,000

	Income
	
	1,250,000


2. 
FMOH Rate =  $2,000,000/500 = $4,000 1 point
FMOH in BB     =   0 1 point
FMOH in EB   =  150 x  $4,000 = $600,000 1 point
So Income in Absorption costing would be $600,000 higher, because there is a net deferral of $600,000 in FMOH to the next period  - none from  the previous period because the BB was 0, but $600,000 form April to May.  2 point
Or   $2,000,000 went to the period in VC method vs

350 x $4,000 = $1,400,000 in AC , a difference of $600,000 

Q. 9   (9 points)
Ovation Company has a single product called a Bit.  The company normally produces and sells 120,000 Bits each year at a selling price of $54 per unit.  The company’s unit costs at this level of activity are given below

	Direct materials

Direct labour

Variable manufacturing overhead

Fixed manufacturing overhead

Variable selling expenses

Fixed selling expenses

Total cost per unit
	$20.00

9.00

4.60

5.00

2.40

  7.00
$44.50
	($600,000 total)

($420,000 total)


Required:
Due to a labor shortage Ovation Company can operate at only 20% of normal levels for a two-month period. As an alternative, Ovation could close its plant down entirely for the two months.  If the plant were closed, fixed manufacturing overhead costs would continue at 40% of their normal level during the two-month period and the fixed selling expenses would be reduced by 50%.  Ovation Company operates at roughly the same level each month and the monthly expenses are the same each month of normal operations. Should Ovation operate at 20% for two months or shut down – show calculations? 
CM for two months at 20 %

VC = $20 + 9 + 4.60 + 2.40 = $36

CM = $54 – 36 = $18

CM per month = 120,000/12,000 x $18 = 10,000 x $18 = $180,000   

2 months = 2 x $180,000 = $360,000  3 points
20% x $360,000 = $72,000 = CM for two months at 20% capacity 1 point
FC saved if shut down 
Mnf     = 60% of  $600,000/12  x 2 = $60,000 2 point
SA   = 50% of $420,000/12 x 2 =       $35,000 2 point
FC saved =                                           $95,000
Difference of  $23,000 in favour of shutdown
So shut down is best   1 point
Or

	
	Stay open
	Shut down

	Sales 
	20%x10,000x2x$54
	216,000
	
	0

	VC
	4,000x$36
	144,000
	
	0

	CM
	
	72,000
	
	0

	FC
	Mnf $600,000/12x2
	100,000
	40% x$100,000
	$40,000

	
	Sell $420,000/12x2
	70,000
	50%x$70,000
	35,000

	Income 
	
	-98,000
	
	-75,000

	
	
	
	
	


Difference of  $23,000 in favour of shutdown

Q.10   (10 points)
Consider the following selected data regarding the manufacture of a line of upholstered chairs:

	
	Standards Per Chair

	Direct materials

Direct manufacturing labor
	2 square metres of input at $10 per square metre

0.5 hour of input at $20 per hour


The following data were compiled regarding actual performance: 
Actual output units (chairs) produced, 20,000; 
60,000 square metres of materials were purchased at $10.20 per square metre; 
37,000 square metres of input were used, 
Direct manufacturing labor costs, $176,400; actual hours of input were 9,000 at a labor price per hour of $19.60.

Required:

Suppose that variances are identified at their most likely control point; accordingly, direct materials price variances are isolated and traced to the Purchasing Department rather than to the Production Department. Compute the labour and material variances under this approach. Indicate whether they are favorable or unfavorable. Discuss briefly.
AQ = actual quantity, AP = actual rate or price, SQA = standard quantity allowed; “ g” means given 
	DM
	
	
	
	

	AQxAP
	
	AQxSP
	
	SQAxSP

	60,000 x  $10.20

= $612,000
	
	60,000 x $10
= $600,000
	
	

	
	$12,000 U
Price

Variance 
	 37,000 x $10
= $370,000
	
	20,000 x 2 x $10
$400,000

	
	2 points
	
	$30,000 F
Usage variance

2 points
	

	Large, partly offsetting variances. Possibly more expensive material resulted in less waste or more efficiency. Others?   2 points

	
	
	
	
	

	
	
	
	
	

	DL
	
	
	
	

	$176,400
	
	9,000 x $20
= $180,000
	
	20,000 x .5 x $20
10,000 x $20 

= $200,000

	
	$3,600 F
Rate variance

 1 point
	
	$20,000 F
Usage Variance

1 point
	

	Rate variance is immaterial? Less than 2% of budget. Usage variance is large and should be investigated. More efficient? One time productivity increase? Standard is out of date? Others?

  2 points

	
	
	
	

	
	
	
	
	
	
	
	

	
	
	

	
	
	
	
	


Q.11   (9 points)
The Good Sight Lighting Company manufactures various types of household light fixtures.  Most of the light fixtures require 60-watt light bulbs.  Historically, the company has produced its own light bulbs.  The costs to produce a bulb (based on capacity operation of 3,000,000 bulbs per year) are as follows:

	Direct materials

Direct labor

Variable factory overhead

Fixed factory overhead

     Total
	$.20

.10

.02

  .06
$.38


The fixed factory overhead includes $120,000 of depreciation on equipment for which there is no alternative use and no external market value.  The balance of the fixed factory overhead pertains to the salary of the production supervisor.  While the production supervisor of the light bulb operation has a lifetime employment contract, she has skills that could be used to displace another manager, the supervisor of electrical cord production, who is due to retire from the company.

The Clearview Electric Company has recently approached Good Sight with an offer to supply all the light bulbs Good Sight requires at a price of $0.36 per bulb.  Anticipated sales demand for the coming year will require 2,000,000 bulbs.

Required:

a. What is the total annual advantage or disadvantage (in dollars) of buying, rather than making, the bulbs?

b. What qualitative factors should be taken into account in this make or buy  decision. Briefly

a. Make = VC  plus FC differential

VC = .20 + .10 + .02 =  .$32   2 points
Total FC = 3,000,000 x $.06 = $180,000

$120,000 is sunk, so differential(supervisor) = $60,000 2 point
Cost to make =  $.32 x 2,000,000  + $60,000

                             $640,000 + $60,000 = $700,000  2  point
Cost to buy = $.36 x 2,000,000 = $720,000 1 point
So, Make.

b. Quality? Reliability of delivery? Price will remain at $36?   2 point
Or Total cost approach 


Make = $0.32 x 2000k  + $180k  = $640k + $180k = $820k 

Buy =  $0.36 x 2000k  + $120k  = $720k + $120k = $840k 

Difference of $20k as above

Q. 12    (15 points)
Herbal Care Corp., a distributor of herb-based sunscreens, is ready to begin its third quarter, in which peak sales occur.  Since Herbal Care has experienced difficulty in paying off its loans in the past, the loan officer at the bank has asked the company to prepare a cash budget.  In response to this request, the following data have been assembled:

a. On July 1, the beginning of the third quarter, the company will have a cash balance of $44,500.

b. Actual sales for the last two months and budgeted sales for July  are as follows: (all sales are on account):


May (actual)
$250,000


June (actual)
$300,000


July (budgeted)
$400,000

Past experience shows that 25% of a month’s sales are collected in the month of sale, 70% in the month following sale, and 3% in the second month following sale.  The remainder is uncollectible.

c. Budgeted merchandise purchases and budgeted expense are given below:

	
	July

	Merchandise purchases

Salaries and wages

Advertising

Rent payments
	$240,000

$45,000

$130,000

$9,000


Merchandise purchases are paid in full during the month following purchase.  Accounts payable for merchandise purchases on June 30 total $180,000. The other expenses are paid in the month incurred.

d. Depreciation on equipment in July will be $10,000

e. Equipment costing $20,000 will be purchased for cash during July.

Required:
Prepare a cash budget for July. The company needs a minimum cash balance of $20,000 to start each month. Indicate whether Herbal will need to borrow in July. 
Collections:

From May sales = 3% x $250,000 = $7,500

From June Sales  = 70% x $300,000 $210,000

From July Sales = 25% x $400,000 = $100,000

Total =                                                $317,500        3 points
	BB
	$44,500

	Collections 
	317,500

	Available                 1 point
	$362,000

	
	

	Disbursements :
	

	June Purchases  2 points
	180,000

	July Salaries and Wages  1 point
	45,000

	July Advertising 1 point
	130,000

	July Rent      1 point
	9,000

	July Depreciation (non cash) 2 points
	--

	July equipment purchase    1 point
	20,000

	Total 
	384,000

	
	

	Short or Surplus 362,000 – 384,0001 point
	22,000

	Min cash balance   1 point
	20,000

	Borrow          1 point
	42,000

	
	

	
	


Q. 13   (9 points)
The Valve Division of Bendix, Inc., produces a small valve that is used by various companies as a component part in their products.  Each division of Bendix is expected to generate a minimum required rate of return of at least 14% on its operating assets.  The Valve Division has average operating assets of $700,000.  The valves are sold for $5 each.  Variable costs are $3 per valve, and fixed costs total $462,000 per year.  The division has a capacity of 300,000 valves each year.

Bendix is currently selling 280,000 valves each year at a price of $5 per valve.  Another division of the company is currently purchasing 20,000 valves each year from an overseas supplier, at a price of $4.25 per valve.  The manager of the Valve Division has refused to meet this price, pointing out that it would result in a loss for his division. 
The manager of the Valve Division also points out that the normal $5 selling price barely allows his division to earn the required 14% rate of return.  “If we take on some business at only $4.25 per unit, then our ROI is obviously going to suffer,” he reasons, “and maintaining that ROI figure is the key to my future.   Besides, taking on these extra units would require us to increase our operating assets by at least $50,000 due to the larger inventories and accounts receivable we would be carrying.”  
Required:

Would you recommend that the Valve Division sell to the other division at $4.25?  Show ROI computations to support your answer.

Differential Analysis:

CM on special order  = $4.25 – 3 = $1.25 per unit  3 points
x 20,000 units = $25,000 3 points
No lost CM because 20,000 units of spare capacity is available - 3 points if not recognized
ROI on special order is $25,000/ $50,000 = 50 %, well over the MIN RRR of 14%
 3 points
Or   on totals  
	
	
	Now 
	New 
	Total

	Sales 
	
	280,000
	20,000
	300,000

	Sales 
	@ $5, 4.25
	$1,400,000
	85,000
	$1,485,000

	VC 
	@$3
	840,000
	60,000
	900.000

	CM 
	
	560,000
	25,000
	585,000

	FC
	
	462,000
	
	462,000

	Income 
	
	98,000
	
	123,000

	
	
	
	
	

	AOA
	
	$700,000
	$50,000
	$750,000

	
	
	
	
	

	ROI
	
	14%
	50%
	16.4%


Q.14   (15  points)
Excellence International uses a standard cost system and the company's flexible budget for manufacturing overhead is based on standard machine-hours.

Denominator Activity in machine hours
_____19,524__?
Standard machine-hours allowed for units produced
18,000

Actual machine-hours worked
20,000

Flexible budget variable overhead per machine-hour
____$2.50_?
Flexible budget fixed overhead (total)
___$205,000_?
Actual variable overhead cost incurred
$46,000

Actual fixed overhead cost incurred
$197,500

Variable overhead cost applied to production*
_____$45,000__?
Fixed overhead cost applied to production*
$189,000

Variable overhead spending variance
_____4,000 F___?
Variable overhead efficiency variance
$5,000 U

Fixed overhead budget variance
_______$7,500___?
Fixed overhead volume variance
$16,000 U

Variable portion of the pre-determined overhead rate
______$2.50____?
Fixed portion of the pre-determined overhead rate
______$10.50____?
Underapplied (or overapplied) overhead
______$8,500 U____?
2points each up to 15 points
*based on standard hours allowed for units produced.

Required:  Compute the unknown amounts.  
AQ = actual quantity, AP = actual rate or price, SAQ = standard quantity allowed 

g means given 
	VOH
	
	
	
	

	AQxAP
	
	AQxSP
	
	SQAxSP

	$46,000g
	
	20,000gxSP
	
	18,000gxSP

	
	$4,000 F
Spening Variance 
	20,000x$2.50

$50,000 
	$5,000g U

Efficiency Variance
	18,000x$2.50

= $45,000

	
	
	* SP = $5,000/2,000 = $2.50 = VOH Rate

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	FOH
	
	
	
	

	Actual
	
	Budget
	
	Applied

	$197,500g
	
	$205,000**
	
	$189,000g

	
	$7,500 F
Budget Variance
	
	$16,000 Ug

Volume Variance
	FMOH 

	
	
	**  $189,000 + $16,000

	
	
	Denominator activity = $205,000/$10.50 = 19,524

	
	
	$8,500
Underapplied Overhead
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