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1. Product Costing

£ X B & 1

(1) Fab Co. manufactures textiles. Among Fab's Year 1 manufacturing costs were
the following salaries and wages:

Loom operators $120,000
Factory foremen 45,000
Machine mechanics 30,000

What was the amount of Fab's Year 1 direct labor?

a. $195,000 b. $165,000 c. $150,000 d. $120,000

(2) If a product required a great deal of electricity to produce, and crude oil prices
increased, which of the following costs most likely increased?

Direct materials.
Direct labor.
Prime costs.
Conversion costs.

oo oo

(3) Inventoriable costs:

Include only the prime costs of manufacturing a product.
Include only the conversion costs of manufacturing a product.
Are regarded as assets before the products are sold.
Exclude fixed factory overhead.

oo oo

(4) In a traditional job order cost system, the issue of indirect materials to a production
department increases:

Stores control.

Work in process control.
Factory overhead control.
Factory overhead applied.

a o oo
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(2% L fEER])
(1) (d) Product D AEFEZIEKICHED > TV D TEIZA b= E4:721F 23 direct labor

costs & 72V | EHNLSO THEFEBIZ S b 72 &4 indirect labor costs &
720 £9, Textiles (f#f#41) ZAE+ 2 THTIE, ROX TR £,

Loom operators : fi#%% #{E3 5 A — Direct labor $120,000

Factory foreman : T43%7E+ 25 A — Indirect labor $45,000

Machine mechanics : #i3{F 1+ — Indirect labor $30,000
£ - . directlabor 1%$120,000 C9",

(2) (d) Crude oil (Eji) ks FRIZRERZ o FRICSRNY, BHIA M

(3) (c)

4) (c)

indirect expenses & L CTH#ii>i15 DT, conversion costs DS 7223 Y F
RS

% (1) & (2) 1% product costing D 3 DD AT v 7D H HD (AT v 71 : cost
accumulation] (2R3 2T, BERXHR EOBE MRV O T, HEHE LT
LELXAHY £HA,

Inventoriable costs are assets until sold, when they become "cost of goods sold."
7T manufacturing costs 7% inventory [Z85F S5 DT, ab.d.iIFiy T
B

TIZRT X 912, the issue of indirect materials to a production department
(indirect matenals DORLET I~ P (=i - %)) 1%, stores control a/c
Z /) &4, factory overhead control a/c Z ¥ SH £ 9,

Stores control Factory overhead control
i A\ %8 Indirect Indirect
materials materials

(1£) #EEFEE O materials 2/ L T 54, material a/lc 4 material
control (stores control) a/c L3252 LMRH Y £9, REICHEEFEED
product % 2E7E L T\ 5454, Work in process alc % Work in process
controlalc £ TH5Z bV £,
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1. Product Costing

£ X B & 2

(1) The following is selected information from the records of Ray, Inc.:

Purchases of raw materials $ 6,000
Raw materials, beginning 500
Raw materials, ending 800
Work-in-process, beginning 0
Work-in-process, ending 0
Cost of goods sold 12,000
Finished goods, beginning 1,200
Finished goods, ending 1,400

What is the total amount of conversion costs?

$5,500
$5,900
$6,100
$6,500

oo oo

(2) What is the cost of ending inventory given the following factors?

Beginning inventory $5,000
Total production costs 60,000
Cost of goods sold 55,000
Direct labor 40,000

a. $5,000

b. $10,000

c. $45,000

d. $50,000
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(fR% L fiEER]
(1) (d) kD% alc g L 912, 4 H O direct material (3£$5,700, manufactuing costs
13$12,200 T,
Material a/c Work-in-process a/c Finished goods al/c
Beginning | Transferred Beginning Bbeglgl:(l:r;g
balance to balance
$5,700 $12,200 $12,000
(£%9) COGM
Purchase , | I\gqu.cggés : $12,200 ,
$6.000 Ending ) Ending (£%8) Ending
’ balance (E%8) balance - balance
$800 $0 $1,400

1£) COGM : Cost of goods manufactured, COGS : Cost of goods sold
o> T. 4 H D conversion costs I%, LLTFD X 9H12$6,500& 720 £,

Direct material : $5,700
Direct Labor } Conversion costs :  $6,500 — Z=Z&
Factory overhead

Manufacturing costs : $12,200

(2) (b) EXOERZELHDE, LLTD LB T,
[Beginning Inventory (571) : $5,000 ]

,( Work-in-process a/c \, Finished goods alc

Begmmgg?balance COGM Begmm;g?balance COGS
' $? i $55,000
Total production
costs Ending balance Cg%M Ending balance
$60,000 $? ' $2

) [Total production costs $60,000 : direct material $ ?+direct labor $40,000
+applied overhead $ ?] 72 C. direct labor$40,000/%. total production
costs IZEHENTNET,

£ -oT, Y H D ending inventoy i%, L TFD X 912$10,000& 720 F7,

Beginning inventory $5,000-+ Production costs $60,000
—Cost of good sold $55,000 =Ending inventory $10,000
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1. Product Costing

2 KX M BE 3

(1) Costs are allocated to cost objectives in many ways and for many reasons. Which
one of the following is a purpose of cost allocation?

Evaluating revenue center performance.

Measuring income and assets for external reporting.
Aiding in variable costing for internal reporting.
Implementing activity-based costing.

2o oo

(2) Which one of the following alternatives correctly classifies the business application
to the appropriate costing system?

Job Process
Costing System Costing System
a. Wallpaper manufacturer Oil refinery
b. Aircraft assembly Public
accounting firm
c. Paint manufacturer Retail banking
d. Print shop manufacturer Beverage drink

(3) The accountant for Champion Brake Inc. applies overhead based on machine
hours. The budgeted overhead and machine hours for the year are $260,000 and
16,000, respectively. The actual overhead and machine hours incurred were
$275,000 and 20,000. The cost of goods sold and inventory data compiled for the
yearis as follows:

Direct Materials $ 50,000
COGS 450,000
WIP (units) 100,000
Finished Goods (units) 150,000

What is the amount of over/underapplied overhead for the year?

$15,000
$50,000
$65,000
$67,000

2o oo
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(% L fE5)

(1) (b)

(2) (d)

(3) (b)

Cost objectives (Zx} L T cost allocation 217 9 H#J 4 [ 5 [T, USCMA ik
I LW EORE T,

b AN DT DIZH G & EFEZMET 5 Z &) 1% cost allocation DEZE 72 H
#yC9, Manufacturing costs %45 product |Z%} L CTHEFH L LD &35 &, #ik
@ product (ZxF L CTHa@ U CTHAET % costs 2 03 product (28] Y 24T 5 7308
ML 720 £7,

Revenue center (U451 xF L CEAL 2B 5 BEEE 72D T, Ta. revenue center ©
HERE AT 5 Z &) 1E. costallocation #1729 HEYTIZH Y £ A (revenue
center D¥EMEFMIIE SE TR L ET),

Variable costing Tl fixed manufacturing costs % product [Z££53t L 72\ DT,
cost allocation D LT D72 < 72 9, Lo T, leNEHHLEDTZHIC
variable costing # X325 2 &) KV b b.OFRNEYIRFELE S 2 ET

(variable costing 1T 4 ETHM L E9),

Activity-based costing Ti, KZREIFRIZIHE-S T costs & 4% product (21T &
I ETHDT, b.DO MY R &2 F3 (Activity-based costing 135 2 &
THILET),

Job costing is used in the production of tailor-made or unique goods, including:

Construction of buildings or ships, Aircraft assembly, Printing, Special-purpose
machinery (microcomputer manufacturer), Public accounting firm,
Management consulting firm, Repair shops, Industrial research projects

Process costing is used where the product is composed of mass produced
homogeneous units such as:

Gasoline and oil, Chemicals, Steel, Textiles (wallpaper), Plastics, Paints, Flour,
Meatpacking, Canneries, Rubber, Lumber, Food processing (beverage drink
manufacturer), Glass, Mining, Cement, Check clearing in banks, Mail sorting in
post offices, Food preparation in fast-food outlets, Premium handling in
insurance companies

Predetermined rate 13$16.25 (=budgeted overhead$260,000-budgeted
machine hour16,000/#H]) T, FZFE machine hour (£20,00085# 72 D T,
applied overhead 13$325,000 (=$16.25>20,000f5[1]) <9, )y, FEED
overhead £$275,00072 D C, $50,0000 overapplied 3£ CCWA Z L2720 £
R
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1. Product Costing

Z X B & 4

Madtack Company's beginning and ending inventories for the month of November
1995 are:

November 1 November 30
Direct materials $ 67,000 $ 62,000
Work-in-process 145,000 171,000
Finished goods 85,000 78,000

Production data for the month of November follows.

Direct labor $200,000
Actual factory overhead 132,000
Direct materials purchased 163,000
Transportation in 4,000
Purchase returns and allowances 2,000

Madtack uses one factory overhead control account and charges factory overhead to
production at 70 percent of direct labor cost. The company does not formally
recognize over/underapplied overhead until year-end.

(1) Madtack Company's prime cost for November is:
a. $370,000 b. $363,000 c. $170,000 d. $368,000

(2) Madtack Company's total manufacturing cost for November is:
a. $502,000 b. $503,000 c. $495,000 d. $510,000

(3) Madtack Company's cost of goods transferred to finished goods inventory for
November is:
a. $469,000 b. $495,000 c. $484,000 d. $476,000

(4) Madtack Company's cost of goods sold for November is:
a. $484,000 b. $491,000 c. $502,000 d. $476,000

(5) Madtack Company's net charge to factory overhead control for the month of
November is:
a. $8,000 debit, overapplied.
b. $8,000 debit, underapplied.
c. $8,000 credit, overapplied.
d. $8,000 credit, underapplied.

Certified Management Accountants -1 9
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(% L fE5)

(1) (@) LAFIZRd X912, 11H @ Direct materials 13$170,000 T,

Material a/c
Beginning balance Direct materials
$67,000 $170,000
Purchase (E%8)
$163,000
+$4,000 Ending balance
A$2,000 $62,000

J o, prime costs (3$370,000 (=Direct materials$170,000-+Direct
labor$200,000) & 721 F9,

(2) (d) LLFiZrd X 91z, 11H @ Total manufacturing costs (3$510,000 T3,

Direct material : $ 170,000
Direct labor : 200,000
Factory overhead : Direct labor $200,000 X 70% = 140,000

TOTAL $ 510,000

(3) () LAFIZ/RT XL 51T, 11H? cost of goods transferred to finished goods inventory

(=COGM) [%$484,000C7,
Work-in-process a/c

Beginning balance COGM
$145,000 $484,000
i t (£%8)
g. costs ,
Ending balance
$510,000 $171,000

4) (b) LAFIZ/RT L1z, 11H® Cost of goods sold 1£$491,000 T,
Finished goods alc

Beginning balance COGS
$85,000 $491,000
(£%8)
ggﬁl\goo Ending balance
’ $78,000

(5) (¢) LAFIZRT L 912, 11H® net charge to factory overhead control (overhead @

Bl 725:) 13$8,000 overapplied T,
Overhead control a/c

Beginning balance Wi
27 $140,000 /7>?$8,000 overapplied
Actual _
$132,000 Endlng$ kz?alance
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1. Product Costing

£ X B & 5

(1) Under Pick Co.'s job order costing system manufacturing overhead is applied to
work in process using a predetermined annual overhead rate. During January
Year 1, Pick's transactions included the following:

Direct materials issued to production $90,000
Indirect materials issued to production 8,000

Manufacturing overhead incurred 125,000
Manufacturing overhead applied 113,000
Direct labor costs 107,000

Pick had neither beginning nor ending work-in-process inventory. What was the
cost of jobs completed in January Year 1?

a. $302,000 b. $310,000 c. $322,000 d. $330,000

(2) On January 1 Maples had two jobs in process: #506 with assigned costs of $10,500
and #507 with assigned costs of $14,250. During January three new jobs, #508
through #510, were started and three jobs, #506, #507, and #508, were completed.
Materials and labor costs added during January were as follows:

Job number  Materials Labor
506 $ 0 $ 2,000
507 0 1,500
508 4,000 3,600
509 3,800 2,000
510 2,600 3,100

Manufacturing overhead is assigned at the rate of 200 percent of labor. What is the
January cost of goods manufactured and transferred from work-in-process?

a. $25,300 b. $35,850 c. $42,950 d. $50,050

(3) Which of the following would cause overhead to be overapplied?

a. Actual overhead is greater than overhead applied.
Actual overhead is less than overhead applied.
Actual overhead was equal to the budgeted amount but fewer items were
manufactured.

d. The number of units produced was the budgeted amount but a larger amount
of overhead was actually incurred.

Certified Management Accountants -1 -1
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[fR% L fiRER]
(1) (b) LAFIZRd X 91, the cost of jobs completed (=COGM) 1%$310,000 T,

Overhead control a/c

Work in process a/c

$125,000

Indirect material
$8,000
Indirect labor
$?
Indirect expense

$ 2

Work in process
(Applied)

$113,000

Total
(actual)

Beginning balance

$0

Direct materials
$90,000
Direct labor
$107,000
Overhead

> $113,000

COGM
$310,000

Ending balance

$0

(2) (d) 1 HIZ5EM L7z 3-2>® joborder (#506, #507. #508) @ costs DEFFN
costs of goods manufactured & 720 £,

#506 #507 #508
Beginning WIP $10,500 $14,250 —
Direct Materials — — $ 4,000
Direct labor $2,000 $1,500 $3,600
Overhead $4,000 $3,000 $7,200
Total 16,500 18,750 14,800
| Il |
$50,050

Direct labor
200%

(3) (b) Overapplied overhead 73 %4: 3% ®i% [Actual < Applied] &7g-o7=& 70

1-12

T, bIXIELL,

a.lIfah T,

F7z, c.& diFV T h underapplied overhead N4 U A FE &7 3 (LLF
OB, EIETTHFE T HINELTATVET),
c. (actual overhead | TH L FRIFACTH 7203, GHiED) K 0 D720 i B LavERE
L722yo72) DA, unfavorable 72 production volume variance 7334292 d
T TF, £z, d. (EEEEETREFETHZ2, L ZHED

overhead 2N FEFRICIFFEAE L T2) DA, unfavorable 72 spending variance 73%
ETHDOTRERY TT,
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1. Product Costing

£ X B & 6

Kimbeth Manufacturing uses a process cost system to manufacture Dust Density
Sensors for the mining industry. The following information pertains to operations for
the month of May:

Units
Beginning work-in-process inventory, May 1~ 16,000
Started in production during May 100,000
Completed production during May 92,000

Ending work-in-process inventory, May 31 24,000

The beginning inventory was 60 percent complete for materials and 20 percent

complete for conversion costs. The ending inventory was 90 percent complete for

materials and 40 percent complete for conversion costs.

Costs pertaining to the month of May are as follows:

e Beginning inventory costs are: materials, $54,560; direct labor $20,320; and factory
overhead, $15,240.

e Costs incurred during May are: materials used, $468,000; direct labor, $182,880;
and factory overhead, $391,160.

(1) Using the FIFO method, the equivalent unit cost of materials for May is:
a. $4.50 b. $4.60 c. $4.80 d. $5.46

(2) Using the FIFO method, the equivalent unit conversion cost for May is:
a. $5.65 b. $5.83 c. $6.00 d. $6.20

(3) Using the FIFO method, the total cost of units in the ending work-in-process
inventory at May 31 is:
a. $153,168 b. $154,800 c. $155,328 d. $156,960

(4) Using the weighted-average method, the equivalent unit cost of materials for May is:
a. $4.50 b. $4.60 c. $5.03 d. $5.46

(56) Using the weighted-average method, the equivalent unit conversion cost for May is:
a. $5.65 b. $5.83 c. $6.00 d. $6.41

(6) Using the weighted-average method, the total cost of the units in the ending work-
in-process inventory at May 31 is:
a. $153,960 b. $154,800 c. $155,328 d. $156,960

Certified Management Accountants -1 -13
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(% L fE5)

(1) (a)

(2) (b)

(3) (a)

(4) (b)

) (c)

6) (d)

1-14

PUFIZZR$ & 912, the equivalent unit cost of materials (X @$4.50 T,
Direct Materials
Beg. WIP  16,000nits X 60% Finished goods  92,000units
$54,560
Equivalent unit ~ 104,000units

End. WIP  24,000units X 90%

$468,000~+104,000units @4.50 x 21,600units=$97,200

=@$4.50

PLIFIZZRd X 912, the equivalent unit conversion cost 13@$5.83 T,
Conversion cost
Beg. WIP  16,000nits % 20% Finished goods 92,000units
$35,560*
Equivalent unit  98,400units

$574.040%-98,400units | End. WIP_24,000units X 40%
= @$5.83 @5.83 % 9,600units=$55,968

* Direct labor$20,320 -+ Factory overhead$15,240
* Direct labor$182,880 -+ Factory overhead$391,160

(1) &£ (2) X v, the total cost of units in the ending work-in-process 13$153,168
(=Direct materials$97,200+ Conversion cost$55,968) T,

PLUFIZR93 & 912, the equivalent unit cost of materials |3 @$4.60 T,
Direct Materials
113,600units | Finished goods 92,000units

Equivalent unit

$622,560* +113,600units g4 wip 24,000units X 90%
=@$4.60 @4.60 x 21,600units =$99,360
* Beginning$54,560 -+ Incurred during May$468,000

PLIFIZRd &L 912, the equivalent unit conversion cost |3 @$6.00T,
Conversion cost
101,600units | Finished goods 92,000units

Equivalent unit

$609,600* =101,600units

i 0
=@$6.00 End. WIP  24,000units x 40%

@6.00 x 9,600units=$57,600
* Beginning$35,560 -+ Incurred during May$574,040

(4) & (5) X v, the total cost of units in the ending work-in-process (5$156,960
(=Direct materials$99,360 -+ Conversion cost$57,600) <T9~,
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1. Product Costing

2 KX M E T

(1) Inits April Year 1 production, Hern Corp., which does not use a standard cost
system, incurred total production costs of $900,000, of which Hern attributed
$60,000 to normal spoilage and $30,000 to abnormal spoilage. Hern should
account for this spoilage as:

Period cost of $90,000.

Inventoriable cost of $90,000.

Period cost of $60,000 and inventoriable cost of $30,000.
Inventoriable cost of $60,000 and period cost of $30,000.

2o oo

(2) During May, Mercer Company completed 50,000 units costing $600,000, exclusive
of spoilage allocation. Of these completed units, 25,000 were sold during the
month. An additional 10,000 units, costing $80,000, were 50 percent complete at
May 31. All units are inspected between the completion of manufacturing and
transfer to finished goods inventory. Normal spoilage for the month was $20,000,
and abnormal spoilage of $50,000 was also incurred during the month.

The portion of total spoilage that should be charged against revenue in May is:

$50,000
$20,000
$70,000
$60,000

2o oo
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(fR% L fiEER]
(1) (d) Normal spoilage is considered a necessary cost of production and is a product
(inventoriable) cost. Abnormal spoilage is considered unnecessary and is a
period cost.

Normal spoilage |Z4£7 = #17-$60,000( product (inventoriable) cost & L TALERL
L. abnormal spoilage |Z££5+ = #17-$30,000/% period expense & L CTHLEE L &
T (Feds. MIESCIZHITL % standard cost system i%, E3ETHMLET),

(2) (d) Costs Zfid/y L7-fERIT, kO LY T,

Finished goods ~50,000units
50,000units| cogM  X25.000units ~hag

$600,000 ]" $620,000 $310,000

Normal units o
(%)

$20,000

Abnormal units Period expense
—

$50,000 $50,000
End.10,000units

$80,000

LA &V the portion of total spoilage that should be charged against revenue
(income statement @ expense & 72 % spoilage M4%H) 1. normal spoilage
$20,000 -4y & abnormal spoilage$50,000> 246 T, &> C$60,000 & 72 1

£

(&) MEESCTiX, TAll units are inspected between the completion of
manufacturing and transfer to finished goods inventory. #i& 2352 7 L C58
podh (B ICB T RIICEERMAEIND] LHDHDT, spoilage £33 T
FERGMDEFEN DAL TND Z &I1272 0 £9°, K- T. normal spoilage
costs DEFHA FERIZAH I E T,

1-16 Certified Management Accountants



Certified Management Accountants



O©TAC all rights reserved

[MEMO]

Certified Management Accountants



2. Cost Allocation

£ X B & 1

(1) Generally, individual departmental rates rather than a plant-wide rate for applying
overhead would be used if:

A company's manufacturing operations are all highly automated.

A company's manufacturing operations are basically labor based.
Manufacturing overhead is the largest cost component of its product cost.
The manufactured products differ in the resources consumed from the
individual departments in the plant.

Qoo o

(2) Multiple or departmental overhead rates are considered preferable to a single or
plant-wide overhead rate when:

a. Various products are manufactured that do not pass through the same
departments or use the same manufacturing techniques.
Cost drivers, such as direct labor, are the same over all processes.
Individual cost drivers cannot accurately be determined with respect to cause-
and-effect relationships.

d. The single or plant-wide rate is related to several identified cost drivers.

(3) In allocating factory service department costs to producing departments, which one
of the following items would most likely be used as an activity base?

Units of product sold.

Salary of service department employees.
Units of electrical power consumed.
Direct materials usage.

a0 oo

(4) Smile Labs develops 35mm film using a four-step process that moves progressively
through four departments. The company specializes in overnight service and has
the largest drug store chain as its primary customer. Currently, direct labor, direct
materials, and overhead are accumulated by department. The cost accumulation
system that best describes the system Smile Labs is using is:

Operation costing.
Activity-based costing.
Job order costing.
Process costing.

Q0o o
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[fR% L fiRER]
(1) (d) Overhead ® application (2. plant-wide rate X ¥ %, (individual) departmental

(2) (a)

(3) (c)

(4) (d)

2-4

rates DSV HIVARIL A 5 TWET,
BEEFEXE O product 24 FET D56, @HE., TALITE CEEOER AR U&7
THEFETLORTIEDH Y FEA (BFEHEO Y =3 —KTEH Y FHAL), Z
D X 9 8124 product O costs Z1E L < #HET 5121E. 4 product 23 & D&
W ENTE TS LIS W TE D costs ZRHET20LERH Y 9,
MEpE S8 AS, THEN O % @ department TIHE SN A ETRICH VTR
2% AT, plant-wide rate Z VW T L E 9 &, 4 product D& RO E /< H
— VOEVPFHRICKBESL72VOT, departmental rate Z V5 3R &
Sl
c.DHIWrIX Lk H & Z AT, Product costs (2158 % overhead DAL EIA A
REWEE, ZOREDIEMOE N IRE B RICKRE S EET L0
C. departmental rate Z W\ CIEREICEHR TR & L 5 X% 9 TT A, overhead
OHEREIG N RKE L TH, 4 product OEJRIEE DX — U REI LR 6,
departmental rate Z 2 4EZR2WDO T, d.OFNREY BWEETL X 9,
728, a.& b.lE departmental 7> plant-wide 7>?Di&R L B3R dH 0 8 A,

[%k72 product 23[F] U department Z @it IcAE SN D, b LIER LA
PEFEMT & VW CAFE S LD | BEIZIE, product Z &2 B B ETRIEE /%
H— BRI S E 5 < | departmental rate Z N2 DONEE LW EE
2FT (bRAZABC ZFIHTH 5B, TVEELWY),
b.° d.O¥AITIE, plant-wide rate TH/y IEFEICEHHE CX 5D T#HY T, &
72, c.OLAIZIT plant-wide rate T % departmental rate ¢ R IEfE7RFHR & 72
5555720 DT, departmental rate ZERHT A2 EW L H Y A,

Service department costs (Z Z Tl power department Z48E L T\ £9) %
producing departments ~ER S 2 7= O EEAEIL, EIEEE T,

Process costing i3 T® manufacturing costs % department |Z2519 25 D
T, M3 ldirect labor, direct materials, and overhead are accumulated by
department.] X Y. process costing &t &4vEd, 7235, Job costing Tl
overhead 721F %, operation costing Ci3 conversion costs 7217 % department (Z
5L £, F7=. ABC (I department Tix72 < activity |Z costs Z 57T L &
R
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2. Cost Allocation

£ X B & 2

(1) The New Wave Co. is considering a new method for allocating overhead to its two
products, regular and premium coffee beans. Currently New Wave is using the
traditional method to allocate overhead, in which the cost driver is direct labor
costs. However, it is interested in using two different drivers: machine hours (MH)
for separating and roasting beans, and pounds of coffee for packing and shipping.
Machine hours for the current month are 700 hours, direct labor cost per pound of
coffee is $1.25, and direct materials cost per pound of coffee is $1.50. There are
1,000 pounds of coffee packed and shipped for the current month. The following
data are also available:

Reqular Premium
Overhead for
the current month ~ $5,000.00
Cost pool for separating
and roasting beans  3,500.00 150 MH 550 MH
Cost pool for packing
and shipping 1,500.00 500 pounds 500 pounds

What is the total cost per pound for the premium coffee using the new activity-based
costing method?

$5.00
$5.75
$7.75
$9.75

a0 oo

(2) What is the normal effect on the numbers of cost pools and allocation bases when
an activity-based cost (ABC) system replaces a traditional cost system?

Cost pools Allocation bases
a. No effect No effect
b. Increase No effect
C. No effect Increase
d. Increase Increase
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[fR% & fEER]
(1) (d) LLFiZRd L9512, ABC 2V T total cost per pound for the premium coffee

ARIHET D L, $9.75L 720 £,

Separating and roasting
($3,500--700MH X 550MH) +500pounds = $ 5.50
Packing and shipping

($1,500--1,000pounds X 500pounds) +~500pounds =  1.50

Direct Labor ([H&E3C L 1) 1.25
Direct Materials ([HEC L V) _1.50
Total cost per pound for premium coffee $9.75

(2) (d) Activity-based costing (ABC) tends to increase both the number of cost pools and

the number of allocation bases. ABC breaks down a production process into
many activities. It then accumulates costs by activity (i.e., cost pools) using an
appropriate allocation base for each activity.

ABC . department PN, /[#] T{To4 5 4% activity % cost pool & LT, £ £
|23 )72 allocation base % V% ™ T, traditional costing & ¥ %, cost pool -
allocation base & & IZH{I L £7,
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2. Cost Allocation

£ X B & 3

(1) The costing method that is properly classified for both external and internal
reporting purposes is:

External Reporting Internal Reporting
a. Activity-based costing. No Yes
b. Job costing. No Yes
c. Variable costing. Yes No
d. Process costing. No Yes

(2) Activity based costing refines product cost information because the cost system:

a. Was designed to value inventory in the aggregate and not relate to product
cost information.

b. Uses a common departmental or factory wide measure of activity, such as
direct labor hours or dollars to distribute manufacturing overhead to products.

c. Emphasizes long-term product analysis (when fixed costs become variable
costs).

d. Causes managers, who are aware of distortions in the traditional cost system,
to make intuitive, imprecise adjustments to the traditional cost information
without understanding the complete impact.

(3) In an activity-based costing system, what should be used to assign a department's
manufacturing overhead costs to products produced in varying lot sizes?

A single cause and effect relationship.
Multiple cause and effect relationships.
Relative net sales values of the products.
A product's ability to bear cost allocations.

a0 oo
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(2% & fRER]

(1) (a)

2 (c)

(3) (b)

Activity-based costing uses cause and effect relationships to capitalize costs to
inventory. This is not acceptable for external reporting and useful for internal
reporting to management.

B, FHBEFEOELWHRIZ, ko LBY T,

External Reporting Internal Reporting
a. Activity-based costing. No Yes
b. Job costing. Ne—Yes Yes
c. Variable costing. ¥es—No Ne—Yes
d. Process costing. Ne—Yes Yes

3% Internal reporting 1%, 4L manager (2% 5 SFHEHR ORI TH
0. St EOHEFEEZFRCLIPEBBRICRO S 2 ENTEET,

Activity-based costing refines product cost information because the cost system
emphasizes long-term product analysis (when fixed costs become variable
costs).

a. (MEFCIEEZFHM T2 & 9 _pXquérh'Cio O B RAmIE R & BR L) &
d. (traditional cost system MDEA % #%i#k L T\ % manager |2, % DFER7/2 %
IRETH Z L7l traditional cost information |2 BT CANIEME/RTHTE 2 S
%) X, XENGHLNITERES TWET, F£7- b2 traditional cost system (2[4
TOHHATHDLZ L BHBNTL X I,

Kk % 72 lot size C product N AFE SN TV A IEE, D72 < & % unit-level activity

& batch-level activity 23 T T 5728, BEOKREEGE (EL R 2 Hv
T overhead DELKZAT 5 & T,
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2. Cost Allocation

Z X B & 4

(1) Because of changes that are occurring in the basic operations of many firms, all of
the following represent trends in the way indirect costs are allocated, except:

a. Using throughput time as an application base to increase awareness of the
costs associated with lengthened throughput time.

b. Preferring plant-wide application rates that are applied to machine hours rather
than incurring the cost of detailed allocations.

c. Using several machine cost pools to measure product costs on the basis of
time in a machine center.

d. Using cost drivers as application bases to increase the accuracy of reported
product costs.

(2) An accounting system that collects financial and operating data on the basis of the
underlying nature and extent of the cost drivers is:

Direct costing.
Activity-based costing.
Target costing.
Variable costing.

a0 oo

(3) Limitations of an activity-based costing system include which of the following?

Control of overhead costs is enhanced.
Activity-based costing systems are less reliable.
The expense of obtaining cost data is relatively high.
It eliminates arbitrary assignment of overhead costs.

a0 oo

(4) Which of the following nonvalue-added costs associated with manufactured work in
process inventory is most significant?

The cost of materials that cannot be traced to any individual product.

The cost of labor that cannot be traced to any individual product.

The cost of moving, handling, and storing any individual product.

The cost of additional resources consumed to produce any individual product.

a0 oo
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(% L fE5)

(1) (b)

2) (b)

(3) (c)

4) (c)

2-10

Choice "b" is correct. Plant-wide application rates applied to machine hours is a
traditional costing approach. More detailed cost allocations are now preferred.

Choices "a", "c", and "d" are incorrect. These are all trends in the revolution
occurring in cost accounting (in the manufacturing environment).

b.7s Traditional costing approach (B84 55 TH o5 Z LITHAL/ATL X 9,

RO ESEIX, ABC T,
72%5. a. Direct costing & d. Variable costing (Z @ 2 D[R UsHEHIETT) 1
¥ A4FE T, c. Target costing IZFE10E T L £7,

ABC Z#:H3 % L . traditional costing & ¥ % cost pool & allocation base D %7?
N3 %728, c. (costdata # AF7 HEHPHEMAICEY) PIEMFTT, a.

(overhead costs OEHNIEHE X1 5H) <°d. (overhead costs D A 72 i
LD BRDMLD) 12 ABC OFRTH, F£72, b. (ABCIHEHMEIMEY) 23fE
WTHDHZ EITHBENTL X 9,

Work in process D45 [iH3 % nonvalue-adding costs (activities) %[ 5 i
T,

LOEBENT LD, RET D & W o7iEE) nonvalue-adding activities DR AT
7, 728, a.& b.IIHLIZ indirect materials & indirect labor costs D EFIZT X F
A, F72, d.dE direct costs % L < I3 variable costs Z#5 L T\ % & lbivE
R
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2. Cost Allocation

£ X B & 5

Sonimad Sawmill manufactures two lumber products from a joint milling process.
The two products developed are mine support braces (MSB) and unseasoned
commercial building lumber (CBL). A standard production run incurs joint costs of
$300,000 and results in 60,000 units of MSB and 90,000 units of CBL. Each MSB
sells for $2 per unit, each CBL sells for $4 per unit.

(1) Assuming no further processing work is done after the split-off point, the amount of
joint cost allocated to CBL on a physical quantity allocation basis would be:

$75,000

$180,000
$225,000
$120,000

a0 oo

(2) If there are no further processing costs incurred after the split-off point, the amount
of joint cost allocated to the MSB on a relative sales value basis would be:

a. $75,000

b. $180,000
c. $225,000
d. $120,000

(3) Continuing with the previous data, assume the CBL is not marketable at split-off but
must be further planed and sized at a cost of $200,000 per production run. During
this process, 10,000 units are unavoidably lost; these spoiled units have no
discernable value. The remaining units of CBL are saleable at $10.00 per unit.
The MSB, although saleable immediately at the split-off point, are coated with a tar-
like preservative that costs $100,000 per production run. The MSB are then sold
for $5 each.

Using the net realizable value (NRV) basis, the completed cost assigned to each
unit of CBL would be:

a. $2.92

b. $5.625

c. $5.3125

d. Some amount other than those given above.

Certified Management Accountants -2'1 1



O©TAC all rights reserved

[fR% & fEER]
(1) (b) Physical quantity {225 C joint costs $300,000% fid/>3 5 &, CBL (21X
$180,00023 7y &V E T,

CBL 90,000 units

$300,000 % . ) =$180,000
MSB 60,000units +CBL 90,000units

(2) (a) Relative sales value (233 T joint costs $300,0004 #5345 &, MSB 121

$75,000730 5> SAVE T,
MSB ($2 % 60,000units)
$300,000 X MSB ($2 < 60,000units)+ CBL($4 X< 90,000 =$75,000
units)

(3) (b) AN, KINLZEHL THET,

MSB60,000units _ MSB60,000units
(ffiiks : $2) $100,000 (fifiks : $5)

$300,000

CBL90,000units Lost:10,000u | CBL80,000units
(ks —) $200,000 (fifit& : $10)

ERITTR L= & 91, CBL IZ43HEA T OIRGEMiFE 3 221 > T NRV & T,

MSB 1435 T DHRFE ik 43 d % 0 T4y BiER5 T 0 sales value % FIVNT joint
costs &5y L £ 7,

CBL($10 X 80,000 units —$200,000)

$300,000 X MSB ($2 %< 60,000units)+CBL($10 %< 80,000 units—
$200,000)
=$250,000

X o T, CBL D52k 1 units & 7=V O costs 11$5.625& 72 0 =9,

Joint costs $250,000+ Separable costs$200,000
80,000units

=$5.625
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2. Cost Allocation

£ X B & 6

(1) Which of the following is not a basic approach to allocating costs for costing
inventory in joint-cost situations?

Sales value at split-off.

Flexible budget amounts.

Physical measures such as weights or volume.

Constant gross margin percentage net realizable value method.

a0 oo

(2) Kode Co. manufactures a major product that gives rise to a by-product called May.
May's only separable cost is a $1 selling cost when a unit is sold for $4. Kode
accounts for May's sales by deducting the $3 net amount from the cost of goods
sold of the major product. There are no inventories. If Kode were to change its
method of accounting for May from a by-product to a joint product, what would be
the effect on Kode's overall gross margin?

No effect.

Gross margin increases by $1 for each unit of May sold.
Gross margin increases by $3 for each unit of May sold.
Gross margin increases by $4 for each unit of May sold.

a0 oo
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[ L fiRER]
(1) (b) Joint costs #£5rDFEEMEL 72 5720 DI, flexible budget amount (58 7 ZETHIAT
LEF) TT,

(2) (b) May &9 product D _E D% by-product 7> 5 main product ([ZZ8H L 7=

BB d, gross margin (252 588 A [ 5 BIE T,

- By-product &4 554
R TKode accounts for May's sales by deducting the $3 net amount
from the cost of goods sold of the major product.] & &% L 512, $32°
COGS D~ A F AL L THUHEH SN TNET,

- Main product & 4554
W ERBY, $4% sales & LT, $1% selling costs & L CHLEE L £,

Sales — $4
COGS A$3 —

Gross margin $B3 — $4
S,G&A _ $1
Operating income $3 $3

PLEXDY . ZOZEEIZ L - T gross margin 73 units 472 0 $1HIMN L £,
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