
ACCT 366 Cost Accounting Concordia
Exam 1 ID#                                  
Spring 2010
Albrecht

Q1 Vision, core competencies, etc. 15 min 15 pts

Q2 Projecting a new income statement 8 min 9 pts
Q3 Cost behavior 8 min 8 pts
Q4 Graphing cost patterns 4 min 8 pts
Q5 Various cost computations 5 min 4 pts

Q6 Various learning curve computations 10 min 12 pts
Q7 Learning curve problem 10 min 15 pts

Q8 Basic CVP with CM ratio 5 min 10 pts
Q9 Change in profit 5 min 10 pts
Q10 CVP with changing costs 10 min 8 pts
Q11 Where A, B & C are best 12 min 12 pts

Q12 Special order 15 min 18 pts
Q13 Continue or discontinue    8 min     10 pts

Overall 115 min  139 pts

Instructions:

1. Use only your Concordia ID number, do not write your name on any page of this
exam.

2. Budget your time wisely.
3. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.

4. You may use a calculator, a straight-edge, pens and pencils.  You may not use your text or

any notes.  You may not use a cell phone, PDA, laptop computer.  This exam is closed-book,
closed-notes, and closed-neighbor.

5. Do not cheat!  An exam is not important enough to compromise your honor.  Anyone

caught cheating will be disciplined according to
Concordia policy and course policies listed on the
syllabus. 

6. Good luck. 



Potentially useful equations:

y = axb    T = axb+1

Where:

y = cumulative average time per unit

T = total time for x units

a = time required for first unit

x = cumulative number of units produced

b = ln (% learning) / ln (2)

Units Revenue

SP*X ! V*X ! F = π Rev ! V%*Rev ! F = π

(SP ! V)*X ! F = π (1 ! V%)*Rev ! F = π

CM*X ! F = π CM%*Rev ! F = π

CM*X = F + π CM%*Rev = F + π

CM*ªX  = ªπ CM*ªRev  = ªπ

π*(1 ! tax rate) = after tax net income

Where:

SP = sales price per unit

VC =variable cost per unit

CM = contribution margin per unit

F = total fixed cost

X = units (designated Q in text)

VC% = variable cost as percent of revenue

CM% = contribution margin percentage (of revenue)

Rev = sales revenue

π = before tax profit

You may detach this formula sheet from the rest of the test.



Question 1   In chapter 1, the authors of the textbook say that managers use organizational strategies to

take advantage or core competencies while working toward the organizational vision.  Define
and explain each of the three terms in bold print, taking care not to use the term in the definition. 
Then, in every day terms, explain what the sentence means.  Finally, imagine that you have a very
small and simple business, such as a lemonade stand or lawn mowing business (or anything else
than lends itself for use as an example) and, and provide examples of each term.



Question 2   The Clark Company has prepared budgeted income statements for 16,000 and 24,000 units. 

16,000 units 18,000 units 24,000 units 31,000 units

Sales revenue $192,000              $288,000              

Expense A  35,200               52,800              

Expense B 29,000              29,000              

Expense C 48,000              56,000              

Expense D     20,000                  24,000              

Operating profit 59,800              126,200              

Required:
Fill in the blanks for an income statement at 18,000 and 31,000 units.

Question 3  The following chart shows costs at three different levels of production.  Indicate whether

each cost is fixed (F), variable (V), or mixed (M)? 
   14 units      16 units      22 units   

      Cost A $5.00 per unit $80.00 total $110.00 total

      Cost B $10.00 per unit $8.75 per unit $6.364 per unit

      Cost C $182.00 total $11.375 per unit $182.00 total

      Cost D $62.00 total $4.25 per unit $86.00 total

      Cost E $12.143 per unit $11.25 per unit $210.00 total



Question 4  Create line graphs for the following types of cost patterns on the graphs below. The

lines do not need to be drawn to scale.  Your line graph should simply convey the proper shape of
the line.  The Y-axis (vertical) represents total costs, the X-axis (horizontal) represents activity levels.

a. Cell phone bill–$50 per month plus $0.30 for all minutes used in excess of 700 minutes.
b. Cost for supervisors, where one supervisor is needed for every 10 full time employees.  The

number of full time employees depends upon the amount of business..
c. The initial investment in fixed cost is $5,000.  Costs for the first 1,000 units are $5 per unit. 

Above 1,000 units, the costs increase to $7 per unit.
d. For this line graph, graph the total cost where labor costs are $25 per hour with a 90%

learning effect (per doubling) and 10 minutes for the first unit.  For this graph, you are not
graphing cumulative average cost, but you are graphing total cost
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Question 5 There is an initial investment of $25,000.   An additional fixed charge of $15,000 is incurred
immediately prior to making the 20,001st unit.  Variable costs for the first 40,000 units are $3 per

unit.  Above 40,000 units, variable costs are $5 per unit.  What is the amount of total cost
at 10,000 units?  At 30,000 units?  At 50,000 units?   Clearly identify/mark each

answer.



Question 6  Compute the following amounts.

1. The learning effect is 74% (26% reduction in cumulative average time as quantity doubles) and the
time for the first unit is 26 minutes.  What is the cumulative average time per unit after 150 units?

2. The learning effect is 92% and the time for the first unit is 1,200 minutes.  What is the total time
required for the first 30 units?  How much time is required only for units 31 to 40?   How much
time is needed just for the 40th unit?   Be sure to clearly mark your answers.



Question 7  The Mertes Company has noticed that it took 15,000 units of time to produce the first 4,000
units, and 14,000 units of time to produce the next 5,000 units.

What is the learning effect?

Please generate a learning curve function to describe the above observations.  You may write
it either in terms of cumulative average time or total time.  Your b or b+1 values should be taken
to at least four decimal places.

y = axb    T = axb+1



Question 8 In 2007, the Nord Company has the following revenues and costs:
Total revenues $10,000,000
Total fixed costs 2,600,000
Total variable costs 3,500,000
Income 3,900,000

Variable costs and fixed costs for 2008 are expected to remain similar to the cost behavior pattern from
2007.  The tax rate is 17%.

Required:
(1) What is the break even point in sales dollars?

(2) What amount of sales revenue in 2008 are needed to generate an after-tax profit of

$3,000,000? 

(3) How many dollars of total sales revenue in 2008 are needed to produce a before-tax

profit of 5% of sales?  Prove your answer by creating a contribution margin income

statement.



Question 9 The LaPlante Company predicts a pre-tax loss of $70,000 at sales revenue of $400,000, and
a pre-tax loss of $50,000 at sales of $500,000.

What is the contribution margin %  (also known as the contribution margin ratio)?  What is the
amount of fixed costs?

Question 10   The Juven Company sells zidgets at $14 per unit.  The cost structure is as follows.  There
is an initial investment of $80,000.  Variable costs for the first 10,000 units are $9 per unit.   After
10,000 units and up until 20,000 units, variable costs are $10 per unit.  Above 20,000 units,

variable costs are $6 per unit.  How many units must be sold to generate a before-
tax profit of $0 (the break-even point)?



Question 11  The Knepper Company is considering adopting one of three new processes to produce its
primary product, Yidgets.  Yidgets can be sold for $29 per unit. 

Process A:  variable costs of $17 per unit and fixed costs of $140,000.
Process B:  variable costs of $19 per unit and fixed costs of $60,000.
Process C:  variable costs of $11 per unit and $200,000 fixed costs.

Knepper’s relevant range is from 1 to 250,000 units

Required: 

Which process is best at various parts of the relevant range? [Hint: you will need to compute
indifference points between the various processes.]



Question 12  The Taves Company makes a single product in one factory.  Budgeted revenue and cost
data relating to operations for the coming year are:

Sales (400,000 units) $3,200,000 
Cost of sales   2,300,000 
Gross profit 900,000 
Selling & administrative expenses       1,000,000 
Income (100,000)

The factory has capacity to make 430,000 units per year (in other words, there is 30,000 excess
capacity).  The variable production costs (included in cost of goods sold) are $1,800,000.  The fixed
selling, and administrative costs are $400,000.

A customer has approached the sales manager of Taves, offering to buy 140,000 units at $6 per unit. 
There are no variable selling and administrative costs on this special order.

Taves considers the following strategies to fill the special order.  Each one is independent of the other.

1. Taves will make all 140,000 of the special order in-house..  This means, if the special order is
accepted, 110,000 units of sales through regular channels would be sacrificed.  Using the approach
that focuses on incremental benefits and incremental costs, compute by what amount would
pre-tax profit be increased or decreased if Taves uses this strategy to fill the special order.



2. Refer back to the original fact situation.  Taves is considering a second strategy to acquire the units
for filling the special order.  Taves can make 15,000 units in-house, and will outsource the
remaining 125,000 units at $6.50 per unit.  Shipping will be $20,000.  What is the change in the
company’s profit/loss if Taves uses this strategy to fill the special order?



Question 13   The most recent monthly income statement for Sigdahl Stores is given below:
Total Store A Store B Store C 

Sales $1,800,000 $400,000 $650,000 $750,000 
Less variable expenses    1,300,000   250,000   400,000   650,000 
Contribution margin 500,000 150,000 250,000 100,000 
Less allocated common fixed exp         60,000     20,000 20,000 20,000 
Less committed (unavoidable) fixed exp  240,000  130,000  95,000 15,000 
Less discrectionary (avoidable) fixed exp      100,000     60,000     30,000     10,000 
Operating income $100,000 ($60,000) $105,000 55,000 

Due to its poor showing, consideration is being given to closing Store A.  The studies also show that
closing Store A would result in a 10% decrease in sales in Store B, and a $5,000 increase in
discretionary fixed expenses for store C.

Required: Compute the overall increase (+) or decrease

(!!!!) in Sigdahl’s operating income if store A is
closed.  Place answer in box.  Show all work:



 ACCT Cost Accounting
Exam 1

Spring 2010
Solutions

Question 2 The Clark Company has prepared budgeted income statements for 16,000 and 24,000 units. 

16,000 units 18,000 units 24,000 units 31,000 units

Sales revenue $192,000 216,000 $288,000 372,000

Expense A  35,200 39,600  52,800 68,200

Expense B 29,000 29,000 29,000 29,000

Expense C 48,000 50,000 56,000 63,000

Expense D     20,000   21,000     24,000   27,500

Operating profit 59,800 76,400 126,200 184,300

Question 3  The following chart shows costs at three different levels of production.  Indicate whether

each cost is fixed (F), variable (V), or mixed (M)? 
   14 units      16 units      22 units   

   V   Cost A $5.00 per unit $80.00 total $110.00 total

   F   Cost B $10.00 per unit $8.75 per unit $6.364 per unit

   F   Cost C $182.00 total $11.375 per unit $182.00 total

   M  Cost D $62.00 total $4.25 per unit $86.00 total

   M  Cost E $12.143 per unit $11.25 per unit $210.00 total



Question 4  Create line graphs for the following types of cost patterns on the graphs below. The

lines do not need to be drawn to scale.  Your line graph should simply convey the proper shape of
the line.  The Y-axis (vertical) represents total costs, the X-axis (horizontal) represents activity levels.

a. Cell phone bill–$50 per month plus $0.30 for all minutes used in excess of 700 minutes.
b. Cost for supervisors, where one supervisor is needed for every 10 full time employees.  The

number of full time employees depends upon the amount of business..
c. The initial investment in fixed cost is $5,000.  Costs for the first 1,000 units are $5 per unit. 

Above 1,000 units, the costs increase to $7 per unit.
d. For this line graph, graph the total cost where labor costs are $25 per hour with a 90%

learning effect (per doubling) and 10 minutes for the first unit.  For this graph, you are not
graphing cumulative average cost, but you are graphing total cost



Question 5   Compute the following amounts.  There is an initial investment of $25,000.   An additional
fixed charge of $15,000 is incurred prior to making the 20,001st unit.  Variable costs for the first 40,000

units are $3 per unit.  Above 40,000 units, variable costs are $5 per unit.  What is the amount of
total cost at 10,000 units?  At 30,000 units?  At 50,000 units?

TC =  55,000  = 25,000 + 10,000*3

TC =  130,000  = 25,000 + 15,000 + 30,000*3

TC =  210,000  = 25,000 + 15,000 + 40,000*3 + 10,000*5

Question 6  Compute the following amounts.

1. The learning effect is 74% and the time for the first unit is 26 minutes.  What is the cumulative
average time per unit after 150 units?

Y = 26*150!0.4344

Y = 2.9490

2. The learning effect is 92% and the time for the first unit is 1,200 minutes.  What is the total time
required for the first 30 units?  How much time is required only for units 31 to 40?   How much
time is needed just for the 40th unit?

T = 1,200*30(-0.12029+1)

T = 1,200 * 19.92683
T = 23,912.2

M = 1,200*40(-0.12029+1) ! 1,200*30(-0.12029+1)

M = 30,798.5 ! 23,912.2
M = 6,886.3

M = 1,200*40(-0.12029+1) ! 1,200*39(-0.12029+1)

M = 30,798.5 ! 30,120.1
M = 678.4

Question 7  What is the learning effect?

Please generate a learning curve function to describe the above observations.  

y = axb    T = axb+1

ln(15,000) = ln(a) + (b+1)*ln(4,000)
ln(29,000) = ln(a) + (b+1)*ln(9,000)

LE = 0.8784

y = 17.69282x!!!!0.18705    T = 17.69282x0.81295



Question 8 In 2007, the Nord Company has the following revenues and costs:
Total revenues $10,000,000
Total fixed costs 2,600,000
Total variable costs 3,500,000
Income 3,900,000

Variable costs and fixed costs for 2008 are expected to remain similar to the cost behavior pattern from
2007.  The tax rate is 17%.

(1) What is the break even point in sales dollars?
cm%*rev ! F = π

0.65*rev ! 2,600,000 = 0
rev = 4,000,000

Sales Revenue $4,000,000
Variable costs    $1,400,000 886,667*35%
Contribution margin $2,600,000 886,667*75%
Fixed cost    $2,600,000
Profit $0

(2) What amount of sales revenue in 2008 are needed to generate an after-tax profit of

$3,000,000? 
cm%*rev ! F = π

0.65*rev ! 2,600,000 = (3,000,000 ÷ (1!0.17))
0.65*rev = 2,600,000 + 3,614,458

rev = 9,560,705

Sales Revenue $9,560,705
Variable costs    $3,346,247 9,560,705*35%
Contribution margin $6,214,458 9,560,705*75%
Fixed cost    $2,600,000
Profit $3,614,458
Inc tax       $614,458
After tax net income $3,000,000

(3) How many dollars of total sales revenue in 2008 are needed to produce a before-tax

profit of 5% of sales?  Prove your answer by creating a contribution margin income

statement.
cm%*rev ! F = π

0.65*rev ! 2,600,000 = 0.05*rev
0.60*rev = 2,600,000

rev = 4,333,333

Sales Revenue $4,333,333
Variable costs    $1,516,667 4,333,333*35%
Contribution margin $2,816,666 4,333,333*75%
Fixed cost    $2,600,000
Profit $216,666

4,333,333 * 0.05 = 216,667



Question 9 The LaPlante Company predicts a pre-tax loss of $70,000 at sales revenue of $400,000, and
a pre-tax loss of $50,000 at sales of $500,000.

What is the contribution margin %  (also known as the contribution margin ratio)?  What is the
amount of fixed costs?

cm%*ªrev = ªπ
cm%*100,000= 20,000

cm% = 0.20

cm%*rev ! F = π
0.2*400,000 ! F = !70,000

F = 150,000

Question 10   The Juven Company sells zidgets at $14 per unit.  The cost structure is as follows.  There
is an initial investment of $80,000.  Variable costs for the first 10,000 units are $9 per unit.   After
10,000 units and up until 20,000 units, variable costs are $10 per unit.  Above 20,000 units,

variable costs are $6 per unit.  How many units must be sold to generate a before-
tax profit of $0 (the break-even point)?

cm=5 for 0 to 10,000 units
cm=4 for 10,001 to 20,000 units
cm=8 for all units in excess of 20,000

10,000 units will generate a cm of 50,000, leaving 30,000 left to cover fixed costs.
4*X = 30,000
X = 7,500 units above 10,000, or 17,500 in total.

Question 11  The Knepper Company is considering adopting one of three new processes to produce its
primary product, Yidgets.  Yidgets can be sold for $29 per unit. 

Process A:  variable costs of $17 per unit and fixed costs of $140,000.
Process B:  variable costs of $19 per unit and fixed costs of $60,000.
Process C:  variable costs of $11 per unit and $200,000 fixed costs.

Which process is best at various parts of the relevant range? 

A:B 12X ! 140,000 = 10X !60,000
2X = 80,000
X = 40,000

B < 40,000 < A

A:C 12X ! 140,000 = 18X !200,000
6X = 60,000
X = 10,000

A < 10,000 < C

B:C 10X !60,000 = 18X !200,000
8X = 140,000

X = 17,500

B < 17,500 < C



A:B:C 0 to 17,500, B is preferred
17,500 to 250,000 C is preferred

Question 12  The Taves Company makes a single product in one factory.  Budgeted revenue and cost
data relating to operations for the coming year are:

Sales (400,000 units) $3,200,000 
Cost of sales   2,300,000  4.5*x + 500,000
Gross profit 900,000 
Selling & administrative expenses       1,000,000 1.5*X + 400,000
Income (100,000)

The factory has capacity to make 430,000 units per year (in other words, there is 30,000 excess
capacity).  The variable production costs (included in cost of goods sold) are $1,800,000.  The fixed
selling, and administrative costs are $400,000.

A customer has approached the sales manager of Taves, offering to buy 140,000 units at $6 per unit. 
There are no variable selling and administrative costs on this special order.

Taves considers the following strategies to fill the special order.  Each one is independent of the other.

1. Taves will make all 140,000 of the special order in-house..  This means, if the special order is
accepted, 110,000 units of sales through regular channels would be sacrificed.  Using the approach
that focuses on incremental benefits and incremental costs, compute by what amount would
pre-tax profit be increased or decreased if Taves uses this strategy to fill the special order.

Incremental benefits
cm special order 140,000*(6!4.5) +210,000

Incremental costs
cm given up   110,000*(8!4.5!1.5) !220,000

Change in profit !10,000

2. Taves is considering a second strategy to acquire the units for filling the special order.  Taves can
make 15,000 units in-house, and will outsource the remaining 125,000 units at $6.50 per unit. 
Shipping will be $20,000.  What is the change in the company’s profit/loss if Taves uses this
strategy to fill the special order?

Incremental benefits
cm special order 15,000*(6!4.5) +22,500
cm special order 125,000*(6!6.5) !62,500

Incremental costs
shipping      !20,000

Change in profit !60,000



Question 13   The most recent monthly income statement for Sigdahl Stores is given below:
Total Store A Store B Store C 

Sales $1,800,000 $400,000 $650,000 $750,000 
Less variable expenses    1,300,000   250,000   400,000   650,000 
Contribution margin 500,000 150,000 250,000 100,000 
Less allocated common fixed exp         60,000     20,000 20,000 20,000 
Less committed (unavoidable) fixed exp  240,000  130,000  95,000 15,000 
Less discrectionary (avoidable) fixed exp      100,000     60,000     30,000     10,000 
Operating income $100,000 ($60,000) $105,000 55,000 

Due to its poor showing, consideration is being given to closing Store A.  The studies also show that
closing Store A would result in a 10% decrease in sales in Store B, and a $5,000 increase in
discretionary fixed expenses for store C.

Required: Compute the overall increase (+) or decrease (!!!!) in Sigdahl’s operating income if store

A is closed. 

Incremental benefits
cost savings A +60,000

Incremental costs
lost cm A !150,000
lost cm B !25,000
add’l fixed C          !5,000

Change in profit !120,000



ACCT 366 Cost Accounting Concordia
Exam 2 ID#                                  
Spring, 2010
Albrecht

Q1 Income statement equations 10 min 10 pts
Q2 Job costing 35 min 32 pts

Q3 Process costing 35 min 28 pts

Q4 Cost allocation    17 min     19 pts
Overall 97 min     89 pts

Instructions:

1. Use only your university p-number, do not write your name on any page of this exam.
2. Budget your time wisely.
3. Show all work and computations.  Showing work and computations is necessary for receiving

partial credit.

4. You may use a calculator, a straight-edge, pens and pencils.  You may not use your text or

any notes.  You may not use a cell phone, PDA, laptop computer.  This exam is closed-book,
closed-notes, and closed-neighbor.

5. Do not cheat!  An exam is not important enough to compromise your honor.  Anyone

caught cheating will be disciplined according to university
policy and course policies listed on the syllabus. 

6. Good luck. 



Potentially Useful Equations

Traditional statement Contribution margin statement
Sales revenue Sales revenue
- Cost of Goods Sold - Variable costs
Gross Margin Contribution margin
-Selling, General & Admin - Fixed costs
Income Income

Sales rev Beg FG Beg WIP Beg Mat
! CGS + CGM + DM used + Mat Purchases
GM ! End FG + DL ! End Mat
! S&A CGS + MOH DM used
Income ! End WIP

CGM

Units Revenue
SP*X ! V*X ! F = π Rev ! V%*Rev ! F = π
(SP ! V)*X ! F = π (1 ! V%)*Rev ! F = π

CM*X ! F = π CM%*Rev ! F = π
CM*X = F + π CM%*Rev = F + π

CM*ªX  = ªπ CM*ªRev  = ªπ

π*(1 ! tax rate) = after tax net income

Where:
SP = sales price per unit
VC = variable cost per unit
CM = contribution margin per unit
F = total fixed cost
X = units (designated Q in text)
VC% = variable cost as percent of revenue
CM% = contribution margin percentage (of revenue)
Rev = sales revenue
π = before tax profit

You may detach this formula sheet from the rest of the test.



Question 1  Income statement equations.  For 2009 the following data are given:

Purchases of direct materials . . . . . . . $921
Customer delivery salaries . . . . . . . . . 280
Depreciation, factory equipment . . . . . 120
Direct labor . . . . . . . . . . . . . . . . . . . . . 378
Indirect labor . . . . . . . . . . . . . . . . . . . . . 25
Rent, factory building . . . . . . . . . . . . . . 74
Labor, finished goods warehouse . . . . 581
Rent, headquarters . . . . . . . . . . . . . . . . 109
Advertising . . . . . . . . . . . . . . . . . . . . . 360
Utilities, factory . . . . . . . . . . . . . . . . . . 51
President’s salary . . . . . . . . . . . . . . . . 180
Sales revenue . . . . . . . . . . . . . . . . . 4,160
Direct materials inventory, 1/1/2009 . 110
Work in process inventory, 1/1/2009 . . 83
Finished goods inventory, 1/1/2009 . . . 90
Work in process inventory, 12/31/2009140
Direct materials inventory, 12/31/2009 77
Finished goods inventory, 12/31/2009 115

 

Required: Prepare schedules showing how to compute each of the following:
 (1) Cost of goods manufactured
 (2) Cost of goods sold
 (3) Profit or loss



Question 2  A quick scan of the records of the Bentley Company reveals the following information
pertaining to the months of April, May, June, July and August:

Start Costs prior DM DL OH Costs Finish
Job Date      to June    June    June    June after June Date Disposition
A August 3 $0 $0 $0 $0 $432 August 15 Sold in August
B April 19 $719 $0 $0 $0 $0 May 1 Sold in May
C June 28 $0 $546 $287 $385 $890 July 15 Sold in August
D June 5 $0 ? ? $429 $0 June 20 Sold in June
E May 5 $498 $619 $722 $481 $0 June 4 Sold in June
F May 12 $379 $255 $153 $212 $0 June 21 Sold in June
G June 23 $0 $444 $321 $532 $625 July 3 Sold in July
H May 16 $416 $0 $0 $0 $0 May 27 Sold in July
I May 22 $513 $0 $10 $0 $312 July 3 Sold in July
J June 15        $0 $197    $322    $267        $0 June 30 Sold in July
K June 12 $0 $311 $157 631 $512 July 28 Sold in August

$2,525 $2,800 $2510 $2,937 $1,561

The overhead cost during June is underapplied by $312.

1. How much material and how much labor was added to D during June?

2. Identify the jobs associated with, and compute the costs for work-in-process (June 1)
Jobs:
Cost:

3. Identify the jobs associated with, and compute the costs for finished goods (June 1)
Jobs:
Cost:

4. Identify the jobs associated with, and compute the costs for work-in-process (June 30)
Jobs:
Cost:

5. Identify the jobs associated with, and compute the costs for finished goods (June 30)
Jobs:
Cost:

Continued on next page ¸ º ¸ º ¸ º ¸ º



6. Identify the jobs associated with cost of goods manufactured for June:
Jobs:

7. Compute the cost of goods manufactured for June.  Compute it two ways:

8. Identify the jobs associated with cost of goods sold for June.
Jobs:

9. Compute the cost of goods sold for June.    Compute it two ways.

10. What is the actual cost of overhead incurred during June?

Continued on next page ¸ º ¸ º ¸ º ¸ º



11. Prepare the journal entry for the addition of all direct material to all jobs worked on during June

12. Prepare the journal entry for the addition of all manufacturing overhead to all jobs worked on
during June

13. Prepare the journal entry for cost of goods manufactured during June

14. Prepare the journal entry for cost of goods sold for June.

15. Prepare the end of period entry for accounting for overhead.



Question 3  Gallup Company manufactures its product (jidgets) by a process that requires three parts..
Part A is added at the beginning of production, and part B is added near the mid-point of the process.
Finishing parts (material C) are added at various points shortly before completion.  Conversion costs
(labor and overhead) are incurred proportionally throughout the production process.

On September 1, 16,000 units are in production. These 16,000 units were 100% complete with respect to
part A, 63% complete with respect to part B, and 30% complete with respect to finishing parts.  They are
52% complete with respect to conversion.  During September, 688,000 additional units were started.  By
the end of September, a total of 663,000 good units were completed and moved to a warehouse for
finished goods. 27,000 units started during September were spoiled (within the bound of normal
spoilage) and discarded.  The inspection took place after all parts were added and with 92% of
conversion completed.  5,000 units started in September were wrecked in a freak accident when they
were 100% complete with respect to part A, 40% complete with respect to part B, 0% complete with
respect to finishing parts and 35% complete with respect to conversion.  The units in ending work in
process at the end of September are 100% complete with respect to part A, 95% complete with respect to
part B, 50% complete with respect to finishing parts and 72% complete with respect to conversion.

The cost sheet for the Gallup Company shows that the 16,000 units in production on September 1 carried
over costs of $6,400 for A parts, $11,200 for B parts, $6,300 for finishing parts and $33,100 in
conversion costs.  During September, A parts added cost $395,000, B parts added cost $862,000,
finishing parts added cost $608,400, and conversion costs added were $1,250,000.

Apply the FIFO method of process costing.  Prepare (1) a schedule analyzing the physical flow, (2) a
table of equivalent units for all cost patterns, (3) a chart listing total costs to account for, (4) a
computation of cost per equivalent unit for all types of cost, and (5) a process costing report that details
how the cost of goods manufactured, abnormal spoilage and ending WIP are computed.

Continued on next page ¸ º ¸ º ¸ º ¸ º



Question 3 continued



Question 4  The Paulson Company has three service departments (S1, S2, S3) and two production
departments (P1, P2).  S1 incurs $82,000 of cost, and provides 45% of its service to P1, 15% to P2, 18%
to S2 and the rest to S3.  S2 incurs $110,000, and provides 60% of its service to P1, 25% to P2 and 15%
to S1 (nothing to S3).  S3 incurs $79,000, and provides 24% to P1, 19% to P2, 31% to S1 and the rest to
S2.

Prepare a cost allocation chart (similar to that used in every homework problem) that shows the
percentage of service supplied from each service department to each other department.

Allocate the service department costs to the production departments using the step method.

Continued on next page ¸ º ¸ º ¸ º ¸ º



Prepare the equations necessary for solving this problem using the reciprocal method.
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Q4 Joint costs    25 min    25 pts

Overall 100 min    100 pts

Instructions:

1. Use only your Concordia ID number, do not write your name on any page of this exam.
2. Budget your time wisely.
3. Show all work and computations.  Incorrect answers on the problems that are accompanied by

computations are eligible for partial credit.

4. You may use a calculator, a straight-edge, pens and pencils.  You may not use your text or

any notes.  You may not use a cell phone, PDA, laptop computer.  This exam is closed-book,
closed-notes, and closed-neighbor.

5. Do not cheat!  An exam is not important enough to compromise your honor.  Anyone

caught cheating will be disciplined according to
Concordia policy and course policies listed on the
syllabus. 

6. Good luck. 



Potentially Useful Equations

Traditional statement Contribution margin statement
Sales revenue Sales revenue
- Cost of Goods Sold - Variable costs
Gross Margin Contribution margin
-Selling, General & Admin - Fixed costs
Income Income

Sales rev Beg FG Beg WIP Beg Mat
! CGS + CGM + DM used + Mat Purchases
GM ! End FG + DL ! End Mat
! S&A CGS + MOH DM used
Income ! End WIP

CGM

Units Revenue
SP*X ! V*X ! F = π Rev ! V%*Rev ! F = π
(SP ! V)*X ! F = π (1 ! V%)*Rev ! F = π

CM*X ! F = π CM%*Rev ! F = π
CM*X = F + π CM%*Rev = F + π

CM*ªX  = ªπ CM*ªRev  = ªπ

π*(1 ! tax rate) = after tax net income

Where:
SP = sales price per unit
VC = variable cost per unit
CM = contribution margin per unit
F = total fixed cost
X = units (designated Q in text)
VC% = variable cost as percent of revenue
CM% = contribution margin percentage (of revenue)
Rev = sales revenue
π = before tax profit

You may detach this formula sheet from the rest of the test.



Question 1  Stained Carpet Cleaning is a small, family-owned. For its services, the company charges
a flat fee–$72 per hundred square feet of carpet cleaned. However, there is some question

about whether the company is actually making any money on jobs for some customers—particularly
those located far away that require considerable travel time. The owner wants to investigate this issue
using activity-based costing.  Four activity cost pools seem to be adequate. The activity cost pools and
their activity measures are:

Activity Cost Pool Activity Measure Budgeted Activity for Year
Cleaning carpets 100 square feet of carpet cleaned 5,800 units of 100 square feet
Travel to jobs Miles driven 17,000 miles
Job support Number of jobs 400 jobs
Other None Not applicable

The total cost of operating the company for the year is $386,000, which includes the following costs:

Wages . . . . . . . . . . . . . . . . . . . . . . $190,000
Cleaning supplies . . . . . . . . . . . . . . . 44,000
Cleaning equipment depreciation . . . . 8,000
Vehicle expenses . . . . . . . . . . . . . . . 63,000
Office expenses . . . . . . . . . . . . . . . . 11,000
President’s salary . . . . . . . . . . . . . .    70,000
Total . . . . . . . . . . . . . . . . . . . . . . . . 386,000

Resource consumption is distributed across the activities as follows:

Cleaning Travel Job
Carpets to Jobs Support Other Total

Wages 70% 18% 7% 5% 100%
Cleaning supplies 100% 0% 0% 0% 100%
Cleaning equipment depreciation 88% 0% 0% 12% 100%
Vehicle expenses 10% 85% 0% 5% 100%
Office expenses 0% 5% 70% 25% 100%
President’s compensation 20% 8% 32% 40% 100%

Job support consists of receiving calls from potential customers at the home office, scheduling jobs,
billing, resolving issues, and so on.

Required:
1. Prepare a budgeted income statement for the year.  What is the average income per job for

the estimated 400 jobs?
2. Allocate costs to the activity cost pools.
3. Compute the activity rates for the activity cost pools.

4. If the average a job has 900 square feet and requires 40 miles driven round trip, what is the

average profit per job based on the ABC estimates and the fee (sales price) of $72 per
hundred square feet?

Please work this problem on blank sheets of paper and
then have Dr. Albrecht staple your answer to he exam
booklet.



Question 2  The ABC Company has the following information for its first three years of operation.

 Year 1  Year 2  Year 3 
Units produced 60,000 70,000 80,000
Units sold 50,000 72,000 75,000
Normal spoilage 0 3,000 0

Sales price per unit 60 50 40

Material cost per unit produced 10 11 9
Labor cost per unit produced 6 7 8
Variable overhead cost per unit produced 12 9 13
Variable selling per unit per unit sold 4 5 6

Fixed overhead 480,000 490,000 500,000
Fixed selling & administrative 500,000 700,000 800,000

The spoiled units are trucked to the dump. At zero cost.

Prepare for each year:
(1) External income statement (absorption costing)
(2) Internal income statement (variable costing)
(3) Schedule reconciling income for the two types of income statements
(4) What is the trend in contribution margin percentage over the period (provide numbers top

justify your answer).

Please work this problem on blank sheets of paper and
then have Dr. Albrecht staple your answer to he exam
booklet.



Question 3  The Woodland Company provides two types of services, Forest and Trees.  For 2008,
Woodland budgeted operating income of $260,000, based on total sales of $1,980,000.  The budget by
customer type is as follows:

Forest Trees Total
Sales in hours 60,000 70,000 130,000

Sales revenue $720,000 $1,260,000 $1,980,000
Variable costs     420,000   700,000  1,120,000
Contribution margin $300,000 $560,000 $860,000

Fixed costs     600,000
Operating income $260,000

Actual results by customer type are given below:

Forest Trees Total
Sales in hours 70,000 50,000 120,000

Sales revenue $770,000 $1,000,000 $1,770,000
Variable costs  455,000  525,000     980,000
Contribution margin $315,000 $475,000 $790,000

Fixed costs     650,000
Operating income $140,000

Required:
1. Compute all variances for each of the following:  sales revenue, variable cost, and

contribution margin.
2. Explain what has happened to create the $120,000 decrease in operating income.

Please work this problem on blank sheets of paper and
then have Dr. Albrecht staple your answer to he exam
booklet.



Question 4  The XYZ company has a joint product that has incurred total cost of $2,000,000 up to the
split-off point.  At the split-off point, three main products are created:

A (main product)
B (main-product)
C (main product)
D (by product)
E (by product)

At the split-off point, the units and sales value of the products are

A 500,000 units $1,100,000 of revenue if sold immediately
B 1,000,000 units $690,000 of revenue if sold immediately
C 300,000 units $510,000 of revenue if sold immediately
D 300,000 units $40,000 of revenue if sold immediately
E 400,000 units $60,000 of revenue if sold immediately

The main products, A, B and C can all be sold at higher prices if additional processing takes place.  The
eventual sales revenues (and cost of additional processing) for each product are:

A $1,300,000 with $300,000 of additional processing costs
B $800,000 with $180,000 of additional processing costs
C $850,000 with $200,000 of additional processing costs

Required:

1. Prepare income statements for each product (and the company total) assuming all products are sold
at split-off point and joint costs allocated using sales value at split-off

2. Prepare income statements for each product (and the company total) assuming all products (except
the by product) are processed further and joint costs allocated by net realizable value.

3. Optimizing for company profit, identify which products should be sold at the split off point and
which products should be sold after additional processing.  Then prepare income statements for
each product (and the company total) using the most logical allocation of joint costs.

Please work this problem on blank sheets of paper and
then have Dr. Albrecht staple your answer to he exam
booklet.
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Question 1: Activity based costing

1. Prepare a budgeted income statement for the year

Revenue 417,600 
Expenses  386,000 
Profit 31,600 

The average income is $79.00 per job (31,600 ÷ 400)

2. Allocate costs to the activity cost pools.
3. Compute the activity rates for the activity cost pools.

0.70 0.18 0.07 0.05 1.00

1.00 0.00 0.00 0.00 1.00

0.88 0.00 0.00 0.12 1.00

0.10 0.85 0.00 0.05 1.00

0.00 0.05 0.70 0.25 1.00

0.20 0.08 0.32 0.40 1.00

Cleaning Travel Jobs Other Total

Wages 190,000 133,000 34,200 13,300 9,500 190,000

Cleaning supplies 44,000 44,000 0 0 0 44,000

Cleaning equip deprec 8,000 7,040 0 0 960 8,000

Vehicle expenses 63,000 6,300 53,550 0 3,150 63,000

Office expenses 11,000 0 550 7,700 2,750 11,000

President's comp 70,000 14,000 5,600 22,400 28,000 70,000

386,000 204,340 93,900 43,400 44,360 386,000

Activity base 5,800 17,000 400

Rate 35.2310 5.5235 108.5000

Average job 9 40 1

Cost--average job 317.08 220.94 108.50 646.52

Revenue--average job 648.00

Profit--average job 1.48



Question 2  External & internal income statements

Year 1 Year 2 Year 3

Sales Rev 3,000,000 3,600,000 3,000,000

CGS

   BI 0 360,000 170,000

   CGM 2,160,000 2,380,000 2,900,000

   EI (360,000) (1,800,000) (170,000) (2,570,000) (362,500) (2,707,500)

Gross Marg 1,200,000 1,030,000 292,500

VS&A (200,000) (360,000) (450,000)

FS&A (500,000) (700,000) (800,000)

Income 500,000 (30,000) (957,500)

Sales Rev 3,000,000 3,600,000 3,000,000

VCGS

   BI 0 280,000 135,000

   CGM 1,680,000 1,890,000 2,400,000

   EI (280,000) (1,400,000) (135,000) (2,035,000) (300,000) (2,235,000)

VS&A (200,000) (360,000) (450,000)

CM 46.67% 1,400,000 33.47% 1,205,000 10.50% 315,000

FMOH (480,000) (490,000) (500,000)

FS&A (500,000) (700,000) (800,000)

Income 420,000 15,000 (985,000)

External NI 500,000 (30,000) (957,500)

-FMOH in EI (80,000) (35,000) (62,500)

+FMOH in BI                0     80,000       35,000

Internal NI 420,000 15,000 (985,000)

The contribution margin percentages drop over the period, from 46.6% in year 1 to 10.50% in year 3.



Question 3   Sales and cost variances

Static Variance Flex Bud Variance Flex Bud Variance

budget Volume @std mix Mix @actual mix Price/cost Actual

Forest Sales 60,000 55,385 70,000 70,000

Trees Sales 70,000 64,615 50,000 50,000

Total Sales 130,000 120,000 120,000 120,000

Rev Forest 12 720,000 55,385 U 664,615 175,385 F 840,000 70,000 U 770,000

Rev Trees 18 1,260,000 96,923 U 1,163,077 263,077 U 900,000 100,000 F 1,000,000

Total revenue 1,980,000 152,308 U 1,827,692 87,692 U 1,740,000 30,000 F 1,770,000

Var Cost Forest 7 420,000 32,308 F 387,692 102,308 U 490,000 35,000 F 455,000

Var Cost Trees 10 700,000 53,846 F 646,154 146,154 F 500,000 25,000 U 525,000

Total Var Cost 1,120,000 86,154 F 1,033,846 43,846 F 990,000 10,000 F 980,000

CM Forest 5 300,000 23,077 U 276,923 73,077 F 350,000 35,000 U 315,000

CM Trees 8 560,000 43,077 U 516,923 116,923 U 400,000 75,000 F 475,000

Total CM 860,000 66,154 U 793,846 43,846 U 750,000 40,000 F 790,000

Fixed Cost 600,000 50,000 U 650,000

Income 260,000 120,000 U 140,000

The major positive factor is that Trees are more profitable ($75,000) than planned because sales prices are much higher.  It swamps the

Forest’s smaller contribution margin.

There are three major negative factors: 10,000 fewer units in total than planned, a shift to lower contribution margin product (from Trees to

Forest), and fixed costs being more than expected (by 50,000).



Question 4   Joint & by-products

Required:

1. Prepare income statements for each product (and the company total) assuming all products are sold at split-off point and joint costs

allocated using sales value at split-off

A B C D E Total

Revenue at splitoff 1,100,000 690,000 510,000 40,000 60,000 2,400,000 

Joint costs (908,696) (570,000) (421,304) (40,000) (60,000) (2,000,000)

relative sales value 1900000*(1100/2300) 1900000*(690/2300) 1900000*(510/2300)     100%     100%

Margin 191,304 120,000 88,696 0 0 400,000 

2. Prepare income statements for each product (and the company total) assuming all products (except the by product) are processed further

and joint costs allocated by net realizable value.

A B C D E Total

Revenue after process 1,300,000 800,000 850,000 40,000 60,000 3,050,000 

Identifiable costs (300,000) (180,000) (200,000)           0            0 (680,000)

Net realizable value 1,000,000 620,000 650,000 40,000 60,000 2,370,000 

Joint costs (837,004) (518,943) (544,053) (40,000) (60,000) (2,000,000)

relative NRV 1900000*(1000/2270) 1900000*(620/2270) 1900000*(650/2270)     100%     100%

Margin 162,996 101,057 105,947 0 0 370,000



3. Optimizing for company profit, identify which products should be sold at the split off point and which products should be sold after

additional processing.  Prepare income statements for each product (and the company total) using the most logical allocation of joint

costs.

A B C D E Total

Total Additional revenue 200,000 110,000 340,000 650,000 

Additional cost (300,000) (180,000) (200,000) (680,000)

Net benefit (100,000) (70,000) 140,000 (30,000)

No, don't process No, don't process Yes, process

A B C D E Total

Revenue 1,100,000 690,000 850,000 40,000 60,000 2,740,000 

Identifiable costs                0                0 (200,000)            0             0 (200,000)

Net realizable value 1,100,000 690,000 650,000 40,000 60,000 2,540,000 

Joint costs (856,557) (537,295) (506,148) (40,000) (60,000) (2,000,000)

relative sales value 1900000*(1100/2440) 1900000*(690/2440) 1900000*(650/2440)     100%     100%

Margin 243,443 152,705 143,852 0 0 540,000 


