Cost Accounting
Part I:  Objective Questions

The following information relates to questions 1 and 2:

QualityControls (QC) wishes to determine the budgeted fixed portion of its electricity expense (a mixed expense), as measured against kilowatt-hours.  Information for the last six months follows: 


Kilowatt Hours
Electricity Expense
July
50,000
$  9,700

August
59,500
11,025

September
59,000
11,132

October
54,000
10,300

November
49,000
9,450

December
52,000
10,000 

1.
What is the fixed portion of QC’s electricity expense rounded to the nearest dollar (use the High-Low method)?

a.  $2,200
c.  $1,918
e.  $1,799
g.  $1,111
i.  $600

b.  $2,100
d.  $1,800
f.  $1,582
h.  $1,100
j.  $200

2.
What total power cost would QC anticipate during January 2002 if the total power consumption is expected to be 55,000 Kilowatt Hours during that month?  Use the cost function determined using the High-Low results just calculated above:

a.  $13,600
c.  $13,400
e.  $12,798
g.  $12,400
i.  $10,350

b.  $13,482
d.  $12,800
f.  $12,675
h.  $11,800
j.  $10,200 

The following information relates to questions 3 and 4:

The following overhead information was taken from the Timberlake Corporation’s accounting records for the past year:

Actual factory overhead
$109,000

Estimated annual factory overhead to be incurred
105,000

Actual direct labor hours worked
27,500

Estimated direct labor hours to be worked
25,000

3.
The pre-determined overhead application rate per direct labor hour that would have been calculated for the job order costing system is:

a.  $3.5088
c.  $3.6842
e.  $4.00

b.  $4.13
d.  $4.20
f.  $1.05

4.
If overhead is applied on a direct labor hour basis, what would the (over/under) applied overhead for last year have been?

a.  $22,400 under
d.  $14,000 over
f.  $6,500 over
h.  $9,000 over

b.  $19,700 over
e.  $4,000 under
g.  $5,000 over
i.  $4,000 over

c.  $200 over


Questions 5 through 9 relate to the following income statement information for Value Toy Manufacturing:

Sales  (40,000 units)
$500,000

Cost of Goods Sold:

Direct materials and direct labor
$150,000

Variable Manufacturing Overhead
35,000

Fixed Manufacturing Overhead
   39,000
Cost of Goods Sold
224,000
Gross Margin
276,000

Selling, General & Administrative Expense:

Variable
20,000

Fixed
49,500
Total Selling, General & Administrative
    69,500
Net Income
$206,500
Select from the following to answer questions 5 through 9:

a.  $150,000
e.  28,800
i.  41%
m.  $260,000
q.  $28,080

b.  1.4285714
f.  1.2571834
j.  12,000
n.  70%
r.  82%

c.  $300,000
g.  16,800
k.  59%
o.  $386,000
s.  1.4924

d.  1.1647854
h.  1.43
l.  5,000
p.  $295,000
t.  35,000

(HINT:  First, prepare a Contribution Margin Income Statement with the numbers presented above.)

5.
What is the contribution margin ratio for this company?

6.
What is the breakeven point in Sales Dollars?  (Round to the nearest whole unit if necessary)

7.
What is the current "margin of safety" for this company (units, dollars, or percentage)?

8.
What is the current Degree of Operating Leverage for this company?

9.
How many units must be sold to earn an operating profit of $123,900? (Round to the nearest whole unit if necessary)

Questions 10 through 14 relate to the following information about standards:

The managers of Nakatani Enterprises have established the following standards for Model 535:



Quantity Standard
Price Standard

Direct materials
0.8 lb. per unit
$2.00 per lb


Direct labor
0.2 hrs per unit
$17.00 per hour

Last month, 15,432 units of Model 535 were produced at a cost of $26,870 for direct materials and $49,350 for direct labor.  A total of 13,252 lbs of direct materials was used.  Total direct labor hours amounted to 2,878 hours.  During the same period, 11,000 lbs of direct material were purchased for $21,730.  The company’s policy is to record materials price variances at the time materials are purchased.

Select from the following answers for questions 10 through 14, F reflects a favorable variance and U reflects an unfavorable variance.

a. $270 F.
e. $270 U
i.  $3,543 F
m.  $4,236 U
q. 190 hours

b.  $77,160
f.  978.4 lbs.
j.  $5,140 F
n. $3,237 U
r. $1,492 F

c.  $424 U
g.  $88,170
k.  $71,080
o.  $1,957 F
s.$1.492 U

d.  $4,236 F.
h.  $76,220
l.  $5,140 U
p.  $424 F
t. $1,957 U

10.
How much should it have cost in total for direct materials and direct labor to produce the actual output?

11.
What was the direct materials price variance for the period?

12.
What was the direct materials efficiency variance for the period?

13.
What was the direct labor price variance for the period?

14.
What was the direct labor efficiency variance for the period?

Part II:  Assessment Question for Critical Thinking Skills
Wake-Up Coffee:
Are Hourly Labor Costs Fixed or Variable?

You have recently been hired by Wake-Up Coffee, which owns and operates a chain of retail coffee shops. You work in the finance department, and your first assignment is to develop a budget for fixed and variable costs for the retail stores. You are having difficulty deciding how to handle labor costs for hourly workers. Each store manager sets a weekly schedule for hourly workers, adjusting the schedule over time for sales volumes. In addition, the store manager can send workers home early if sales on a particular day are lower than expected. Hourly labor was treated as a variable cost in previous budgets. However, a certain number of workers is needed to run the store, and managers are reluctant to send workers home early too often for fear of losing good employees. Accordingly, you are wondering whether hourly labor costs should be treated as a fixed cost in next year’s budget.

Required:  Analyze Information

The following questions will help you analyze the information for this problem.  Do not turn in your answers to these questions unless your professor asks you to do so.

	A.  Explain the difference between fixed and variable costs.

	B.  Identify uncertainties about how labor costs should be treated in the budget.

	C.  Discuss pros and cons of alternative treatments.

	D.  Identify additional information you might like to have.


Required:  Written Assignment

Your boss wants your recommendation about how hourly labor costs should be treated in next year’s budget.  Turn in your answer to the following.

	E.
Use the information you learned from the preceding analyses to write a memo with your recommendation.  As you write the memo, consider what information your boss will need from you to help make the final decision.


Solutions

Questions 1 and 2

QC cost function

1.  Answer b - $2,100  Variable cost = $0.15 ($11,025 - $9,450)/(59,500 – 49,000), fixed cost = $2,100 [$11,025 – ($0.15 * 59,500)]

2.  Answer i - $10,350 ($2,100 + $0.15 * 55,000)

Questions 3 and 4

Timberlake Corp. job costing

3.  Answer d - $4.20 ($105,000/25,000)

4.  Answer f - $6,500 overapplied  [(27,500*$4.20) - $109,000]

Questions 5 through 9

Value Toy Manufacturing
5.  Answer k – 59%  ($295,000/$500,000)

6.  Answer a - $150,000 ($88,500/0.59)

7.  Answer n – 70%  ($500,000 - $150,000)/$500,000

8.  Answer b – 1.4285714  Contribution margin/profit = ($295,000/$206,500)

9.  Answer e – 28,800 units  [($88,500 + $123,900)/0.59]/$12.50 (price)

Most students probably have not learned variances in their introductory managerial class.  It is unlikely that they will be able to answer any of these questions.  However, at the end of the semester, if Chapter 11 has been covered, these are very forthright questions over the material.

Questions 10 through 14 - Nakatani Enterprises

10.
Answer b

Standard costs for actual output of 15,432 units:

Direct materials (15,432 units x 0.8 lbs. x $2.00)
$24,691.20

Direct labor (15,432 units x 0.2 hrs x $17.00)
  52,468.80

Total
$77,160.00
11. Answer a


Direct materials price variance

Standard cost for actual purchases ($2.00/lb x 11,000)
$22,000

Actual cost of purchases
  21,730
Price variance
$     270  F

12.  Answer t

Direct materials efficiency variance

Standard quantity of materials for actual output (15432 x .8)
12,273.6 lbs.

Actual quantity of materials used
13,252.0 lbs.

Variance in pounds
(978.4) lbs.

Times standard cost per pound
$2

Efficiency variance 
$(1,956.80) U

13.
 Answer c

Direct labor price variance

Standard cost for actual labor hours ($17 x 2,878)
$48,926

Actual labor cost
  49,350
Price variance
$    (424)  U

14.  Answer i


Direct labor efficiency variance

Standard labor hours for actual output (15,432 x .2) 
3,086.4

Actual labor hours
2,878.0
Variance in hours
208.4 hours

Times standard cost per hour
$17

Efficiency variance 
$3,542.80 F

PAGE  
5

