
Acct 362/562 Cost Accounting Name                                                

Exam 2 Retest

Spring, 2014

by Albrecht

Q1 Definitions for relevant benefits/costs 6 min 6 pts
Q2 Definitions for learning @ 3 min each      3 min      3 pts

9 min 9 pts

Q3 Continue or discontinue 13 min 15 pts
Q4 Qualitative & risk factors for special orders 9 min 6 pts
Q5 Special order     20 min     25 pts

42 min 46 pts

Q6 Learning curve–marginal blocks 10 min 10 pts
Q7 Learning curve–estimate parameters 15 min 10 pts
Q8 Learning curve decision    15 min    12 pts

40 min 32 pts

Overall 91 min    87 pts

Instructions:

1. Budget your time wisely.
2. Show all work and computations.  Incorrect answers on the

problems that are accompanied by computations are
eligible for partial credit.

3. You may use a calculator and a straight-edge.  You may
not use your text, any notes, cell phone, etc.  This exam is
closed-book, closed-notes, and closed-neighbor.

4. 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. Dr. Albrecht believes that each question has sufficient information to be worked.  Please let me
know about any typos.

7. If any question calls for words in a solution, use the English language
8. 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*ªX  = ªπ CM*ªRev  = ªπ

Where:
SP = sales price per unit Rev = sales revenue
VC = variable cost per unit VC% = variable cost as percent of revenue
CM = contribution margin per unit CM% = contribution margin percentage (of revenue)
F = total fixed cost
X = units
π  = profit or loss

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)

Incremental benefits
+ Additional CM or revenues
+ Cost savings

Incremental costs
! Additional costs
! Lost CM or revenues

Change in profit



Question 1  Definitions for relevant benefits/costs.  For each of the following terms, please provide

(1) clear, precise definitions, and (2) a good example.  You are trying to convince me that you truly
know and understand what these terms mean.  Plan on spending no more than five minutes each.  Place
your answers in the space provided below (and on the reverse side of this page if more space is needed).

Qualitative information
Binding constraint

Question 2  Definitions for learning.  For each of the following terms, please provide (1) clear,

precise definitions, and (2) a good example.  You are trying to convince me that you truly know and
understand what these terms mean.  Plan on spending no more than five minutes each.  Place your
answers in the space provided below (and on the reverse side of this page if more space is needed).

Average cost for marginal activity range



Question 3   Continue or discontinue.   The most recent monthly income statement for Bin Markets

is given below:
Total Store A Store B Store C 

Sales $3,900,000 $1,800,000 $600,000 $1,500,000 
Less variable expenses    1,900,000    750,000   400,000    750,000 
Less discretionary (avoidable) fixed exp 820,000 350,000 270,000  200,000 
Less committed (unavoidable) fixed exp  400,000  125,000  150,000 125,000 
Less allocated common fixed exp      400,000      130,000     140,000     130,000 
Operating income $380,000 $445,000 ($360,000) $295,000 

Due to its poor showing, consideration is being given to closing Store B.  In addition to the relevant
items observable in B’s income statement, the studies also show that closing Store B would result in:

1. a $15,000 increase in committed fixed expenses for store A,
2. a $10,000 increase in discretionary fixed expenses for store C,
3. a 20% increase in variable costs of Store A (revenues stay constant), because A picks up

some of the low contribution margin products from B,
4. a 10% increase in sales (and variable cost) of Store C,
5. a $50,000 drop/decrease in allocated common fixed costs.

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

closed.  Clearly identify and mark your final answer.  Show all work:



Question 4   Qualitative & risk factors for special order decisions.  In the course textbook, Cost

Management, 2nd edition, by Eldenburg and Wolcott, the authors describe seven qualitative factors and
risk factors that can affect a decision as to whether or not to accept a special order.

In complete sentences, explain what are three of these factors.



Question 5  Special order  Jerusha’s Company makes mid-priced dining tables for sale to various

retail companies.  27,000 tables is the maximum capacity of the plant at the current time.

The planned income statement for the year with only sales through regular channels is as follows:

Sales (26,000 tables @ $600) $16,200,000 
   Variable production overhead ($130 per unit) 3,380,000 
   Direct materials ($120 per unit)  3,120,000 
   Sales commissions ($60 per unit) 1,560000 
   Fixed production overhead ($150 avg. per unit) 3,900,000 
   Direct labor ($75 per unit) 1,950,000 
   Fixed selling and administrative (25 avg / unit)       650,000     14,560,000 
Income     1,640,000 

At the current time, Jerusha estimates there is an excess capacity of 1,000 units

Jerusha has received an offer from a customer for 6,000 of the tables made by her company.  The

offer is to be filled any time during the coming year, and the projected sales price per table is $450. 

No sales commission would be paid on this special order.  

Each of the following cases is separate and independent of each other.

Case A  Jerusha plans on outsourcing 5,500 units of the special order, with a purchase cost of $440 per
table. The remaining 500 units will be made in house with available capacity.  The production
manager is to receive a $12,000 bonus.  Additional transportation costs are $50,000.

By how much will Jerusha’s income change from the budget (+ or !!!!) if the order is accepted

and Jerusha operates according to Case A?   



Case B  Jerusha plans making 4,300 units in house.  1,000 will be filled by normal production runs, and
comes from the excess capacity.  1,500 will be filled by normal production runs, which are freed
up by cutting back planned normal sales (by 1,500 units) to regular customers at $600.   1,800 will
be filled by nonroutine production created by adding a shift and working overtime.  Material costs
for these 1,800 units will increase by 30%, labor costs will be 60% higher than on regular
production, and variable overhead costs will be 10% higher than on regular production.  An
additional $10,000 insurance policy must be purchased.  

The final 1,700 of the special order comes from their purchase from an outside supplier at $460.

Summary:
1,000 normal production run from excess capacity.
1,500 normal production run from cutting back on normal production/sales.
1,800 from nonroutine production with increased costs
1,700 from outside supplier

By how much will Jerusha’s income change from the budget (+ or !!!!) if the order is accepted

and Jerusha operates according to Case B?   



Question 6   Learning Curves–marginal blocks  Andrew’s Company employs labor with a learning

effect of 90%.  If the cost for the first unit is $550, compute the total cost and average cost for the

following intervals (or marginal blocks).  Your computations should use logarithms to at least five
decimal places.  Please show your computations.

1,501–2,000
Total cost of labor for this interval:

Average cost per unit of labor within interval:

Cumulative average cost of labor from the first unit produced (1-2,000):

2,001–2,500
Total cost of labor for this interval:

Average cost per unit of labor within interval:

Cumulative average cost of labor from the first unit produced (1-2,500):



Question 7  Learning curve–estimate parameters  The Lijun Company is interested in computing its

learning effect on a new product.  Early measurements reveal 2,000 hours were spent on making the first
500 units, and 2,000 additional hours were spent on making the next 700 units.  This makes 4,000 total
hours for 1,200 units in total.  Your computations should use logarithms to at least five decimal places. 
Please show all computations.

Required:

1. What is Lijun’s learning effect (xx.xx%) per doubling of production?
2. What is Lijun’s equation for computing either the cumulative average time or total time per

doubling of production?  (y = axb    T = axb+1)



Question 8 Income statement based on the learning curve.  Sarah Aircraft Company has confirmed

orders to sell 20 of its new, innovative airplanes.  The sales price is $14,000,000 per plane.  It has
developed the following estimates:

Materials and purchased parts for first plane $6,000,000
Learning effect on material and parts 95%
Labor and variable overhead for first plane 8,000,000
Fixed manufacturing overhead, total 70,000,000
Learning effect on labor and variable overhead (per doubling) 85%

Required:

1. Prepare a budgeted income statement for Sarah for the production and sale of 20 airplanes.
2. If Sarah produces a 21st plane and sells it to the largest shareholder at a price equal to a 10%

markup on its marginal cost, how much is this expected sales price?


