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1. Which of the following descriptions best suits the graph below?
[image: ] 
A Total fixed costs
B Total variable costs
C Variable cost per unit
D Fixed cost per unit

D
Although total fixed costs are the same at all levels of activity, the fixed cost per unit falls as
the activity level increases. The unit cost does not fall in a straight line, but in a curve as
shown in the question.

2. Which of the following would be classified as direct labour?
A An HR manager in a company servicing cars
B Builder in a construction company
C General manager in a DIY shop
D Maintenance manager in a company producing cameras

B
Managers are not usually classified as direct labour, because their salary cost cannot be
traced to specific cost units.

3. A business reported a marginal costing profit of $20,000 last period. Its inventory values for
the period were as follows:
$
Opening inventory 		15,000
Closing inventory 		21,000
If the business had used absorption costing, the inventory values would have been as
follows:
$
Opening inventory 		30,000
Closing inventory 		42,000
What would have been the reported profit using absorption costing?
A $41,400
B $48,600
C $57,000
D $26,000


D
$
Marginal costing profit 			20,000
Less: fixed cost included in opening inventory (30,000 – 15,000) (15,000)
Plus: fixed cost included in closing inventory (42,000 – 21,000) 15,600
––––––
Absorption costing profit 		26,000
––––––
Alternative approach
Increase in inventory using marginal costing $6,000
Increase in inventory using absorption costing $12,000
––––––
Difference = fixed overhead absorbed in inventory $6,000
Inventory is increasing so absorption costing profit is higher than marginal costing profit by
the amount of fixed overhead absorbed.
Absorption costing profit = $20,000 + $6,000 = $26,000

4. A company is estimating its costs based on past information. The total costs incurred by the company at different levels of output were as follows:

Output
(units)					Total costs
$
160,000 				2,420,000
185,000 				2,775,000
190,000 				2,840,000
The company uses the high‐low method to separate total costs into their fixed and variable
elements. Ignore inflation.
What is the estimated total costs for an output of 300,000 units?
A.$2,870,000
B  $3,050,000
C  $3,064,211
D  $4,380,000
Answer:  D
Objective:  6
AACSB:  Analytical thinking
Variable cost per unit = ($2,840,000 – $2,420,000)/(190,000 – 160,000)
= $420,000/30,000
= $14 per unit
Fixed costs = $2,840,000 – (190,000 × $14)
= $180,000
Total costs at 300,000 units = (300,000 × $14) + $180,000
= $4,380,000


5. A business manufactures a single product which sells for $51 per unit. The budgeted data for the latest period are as follows:
Production and sales volume 2,500 units
$
Material cost 				13,500
Direct labour cost 			11,800
Production overhead 			32,400
Non‐production overhead 		21,900
Actual production volume and costs were as budgeted for the period but the actual sales volume achieved was 2,000 units. There was no inventory at the beginning of the period.
The profit for the period using absorption costing is $_____

The profit for the period using absorption costing is $ 33,940
Value of closing inventory = $(13,500 + 11,800 + 32,400) × 500/2,500 = $11,540
$	 	$
Sales (1,800 × $45) 					102,000
Cost of production 			57,700
Less closing inventory 			11,540
––––––
Cost of sales						 46,160
––––––
Gross profit 						55,840
Non‐production overhead				 21,900
––––––
Profit 							33,940
––––––
6. A business manufactures a single product which sells for $51 per unit. The budgeted data for the latest period are as follows:
Production and sales volume 2,500 units
$
Material cost 				13,500
Direct labour cost 			11,800
Production overhead 			32,400
Non‐production overhead 		21,900
Actual production volume and costs were as budgeted for the period but the actual sales volume achieved was 2,000 units. There was no inventory at the beginning of the period.
The profit for the period using marginal costing is $_____
The profit for the period using marginal costing is $27,460.
Value of closing inventory = $(13,500 + 11,800) × 500/2,500 = $5,060
$		 $
Sales 							102,000
Variable cost of production 		25,300
Less closing inventory 			5,060
––––––
Cost of sales 						20,240
––––––
Contribution						 81,760
Fixed overhead 					54,300
––––––
Profit 							27,460

7. A manufacturer sells its sole product at $250 per unit. It has the following budgeted sales
for the next three quarters:
Quarter 			1 	2 	3
Sales ($000) 			1,500 	1,800 	2,000
It has a policy of maintaining inventory at 10% of the following quarter’s sales volume.
What is the number of units to be produced in quarter 2?
A 7,280 units
B 2,900 units
C 3,000 units
D 3,100 units

A
Sales units:
1	 2	 3
Sales units 		6,000 	7,200 	8,000
Opening inventory = 10% of quarter 2 sales = 10% × 7,200 = 720
Closing inventory = 10% of quarter 3 sales = 10% × 8,000 = 800
Production = sales + closing inventory – opening inventory
= 7,200 + 800 – 720 = 7,280 units
8. GS has budgeted sales for the next two years of 36,000 units per annum spread evenly throughout both years. The estimated opening inventory of finished goods at the start of the next year is 1,000 units but GS now wants to maintain inventory of finished goods equivalent to one month’s sales.
Each unit uses 2,5 kg of material. The estimated opening raw material inventory at the start of the next year is 800 kg but GS now wants to hold sufficient raw material inventory at the end of each month to cover the following month’s production.
The change in the policy for inventory holding for both raw materials and finished goods will take effect in the first month of next year and will apply for the next two years.
The budgeted material cost is $15 per kg.
The material purchases budget for the next year is $_______

The material purchases budget for the next year is $1.525.500
Budgeted sales 36,000 units
Plus closing inventory 3,000 units
Less opening inventory (1000) units
Budgeted production 38,000 units
Raw material required 38,000 units × 2,5 kg = 95,000 kg
Plus closing inventory 3,000 units × 2,5 kg = 7,500 kg
Less opening inventory (800) kg
Raw material purchases 101,700 kg
Raw material purchases budget 101,700 kg × $15= $1,525,500
9. Company has budgeted sales for the next two years of 156,000 units per annum spread evenly throughout each year. The estimated closing inventory at the end of this year is 7,200 units.
Company wants to change its inventory policy so that it holds inventory equivalent to one month’s sales. The change in inventory policy will take place at the beginning of next year and will apply for the next two years.
Each unit produced requires 1,8 hours of direct labour. The budgeted direct labour rate per hour is $18. It is anticipated that 75% of production will be paid at the budgeted rate and the remainder will be paid at the overtime rate of time and a half. Company treats overtime costs as part of direct labour costs.
The direct labour cost budget for the next year is $_______
The answer is $5,897,610
Budgeted sales 156,000 units
Plus Closing inventory 13,000 units
Less Opening inventory (7,200) units
–––––––
Budgeted production 161,800 units
–––––––
161,800 × 1,8 hours per unit = 291,240 hours
75% × 291,240 = 218,240 hours × $18 = $3,931,740
25% × 291,240 = 72,810 hours × $(18 × 1.5) = 1,965,870
Total labour cost budget = $5,897,610

10. River Falls Manufacturing uses a normal cost system and had the following data available for 2021:

	Direct materials purchased on account	$148,000
	Direct materials requisitioned	88,000
	Direct labor cost incurred	127,000

	Factory overhead incurred	148,000
	Cost of goods completed	299,000
	Cost of goods sold	250,000

	Beginning direct materials inventory	34,000	
	Beginning WIP inventory	70,000
	Beginning finished goods inventory	55,000
	Overhead application rate, as a percent of direct-labor costs	105 percent

The ending balance of work-in-process inventory is ________.
A $418,350
B $119,350
C $127,000
D $426,000 

Answer:  B
Explanation:  $70,000 + $88,000 + $127,000 + 1.05 ($127,000) - 299,000 = $119,350
AACSB:  Application of knowledge
11. An accounting firm completes an audit for a local union and has the following cost information for the  year. 

Indirect labor $100,000
Office lease  $22,000
Depreciation on office equipment $80,000
Marketing expense $58,000
Utilities $40,000

The firm's direct labor costs are budgeted at $600,000 for the year and overhead is allocated based on direct labor costs.  The firm used 1 partner and 2 audit associates on the audit.  Partners are paid $120 per hour while audit associates earn $60 per hour.  The partner spent 8 hours on the engagement while the audit associates spent a total of 50 hours.  

Required:	
What is the cost of the audit?
A 3,650
B 3,625
C 2,265
D 5,940

Answer: D
Explanation:   ($120 x 8) + (50 x $60) + ($3,960 x ($300,000/$600,000) = $5,940
AACSB:  Analytical skills

12. Giant Company has three products, A, B, and C. The following information is available:

	Product A	Product B	Product C
	Sales	$70,000	$97,000	$23,000
	Variable costs	37,000	51,000	15,000
	Contribution margin	33,000	46,000	8,000
	Fixed costs:
	Avoidable	10,000	20,000	2,000
	Unavoidable	7,000	12,000	9,400
	Operating income	$16,000	$14,000	$ (3,400)

Giant Company is thinking of dropping Product C because it is reporting a loss. Assuming Giant drops Product C and does NOT replace it, operating income will ________. 
A increase by $3,400 
B increase by $2,000 
C decrease by $6,000
D decrease by $11,400

Answer:  C
Explanation:  Dropping Product C would mean Giant gives up $8,000 in contribution margin while only saving $2,000 in avoidable fixed costs. Without Product C, operating income would be $6,000 less than currently reported. 
AACSB:  Application of knowledge
13. Company manufactures and sells two products – A and B. Annual sales are expected to be in the ratio of 2S : 6T. Total annual sales are planned to be $900,000. Product S has a contribution to sales ratio of 28% whereas that of product T is 32%. Annual fixed costs are estimated to be $240,000.
The margin of safety is __ _____% (round to one decimal place)


The margin of safety is 13.98%
Weighted average C/S ratio equals:
((2 28%)+ (6 32%))/2+6 = 31%
Breakeven point = Fixed costs /C/S ratio
=$240,000/0.31 = 774,194
Margin of safety = $900,000 – $774,195= $125,806 or 13,98%

14. Assume the following cost information for Fernandez Company:

	Selling price	$200 per unit
	Variable costs	$60 per unit
	Total fixed costs	$80,000
	Tax rate	30%

What is the number of units that must be sold to earn an after-tax net income of $50,000? (Do not round interim calculations and round the final answer to the nearest unit.)
A 1,082 units 
B 929 units 
C 650 units 
D 817 units 
Answer:  A
Explanation:  Required number of units = [$80,000 + ($50,000 / 0.7)] / ($200 - $60) = 1,082 units
AACSB:  Application of knowledge
15. Burgandy Manufacturing produces a single product that sells for $80. Variable costs per unit equal $35. The company expects total fixed costs to be $90,000 for the next month at the projected sales level of 2,500 units. In an attempt to improve performance, management is considering a number of alternative actions. Each situation is to be evaluated separately. What is the current breakeven point in terms of number of units? 
A) 2,000 units 
B) 1,125 units 
C) 2,572 units 
D) 2,046 units 

Answer:  A
Explanation:  $80X − $35X − $90,000 = 0; X = 2,000 units
AACSB:  Application of knowledge
16. Cost of goods manufactured equals $98,000 for 2021. Finished goods inventory is $7,000 at the beginning of the year and $10,500 at the end of the year. Beginning and ending work in process for 2021 are $8,000 and $15,000, respectively. How much is cost of goods sold for the year?
a.	$94,500
b.	$83,000
c.	$81,500
d.	$88,500

Ans: A, LO: 3, Bloom: AP, Difficulty: Medium, Min: 3, AACSB: Analytic, AICPA BB: Legal/Regulatory Perspective, AICPA FN: Reporting, AICPA PC: Problem Solving, IMA: Reporting
Solution: $7,000 + $98,000 – $10,500 = $94,500
(Beginning finished goods inventory + Cost of goods manufactured – Ending finished goods inventory = Cost of goods sold)

17. Company  operates an activity based costing (ABC) system to attribute its overhead costs to cost objects.
In its budget for the year ending 31 August 2021, the company expected to place a total of 3528 purchase orders at a total cost of $208,152. This activity and its related costs were budgeted to occur at a constant rate throughout the budget year, which is divided into 13 four‐week periods.
During the four‐week period ended 30 June 2021, a total of 240 purchase orders were placed at a cost of $12,130.
The over‐recovery of these costs for the four‐week period was:
A $2,330
B $2,030
C $1,370
D $1,390
Answer:  B

Cost driver rate = Budgeted cost of orders/ Budgeted number of orders
= $208,152/3,528 = $59 for each order
$
Cost recovered: 240 orders × $59 = 		14,160
Actual costs incurred 				12,130
–––––
Over‐recovery of costs for four‐week period 	2,030

18. Which of the following reasons explain why ABC concepts may be of great value to service companies? 
A) It allows for more accurate cost accounting for inventory
B) It promotes more accurate cost of goods sold reporting
C) It helps make financial reporting more accurate
D) A significant portion of the cost structure of a service firm is composed of indirect costs
Answer:  D
AACSB:  Analytical thinking
19. A regional manager of a restaurant chain in charge of finding additional locations for expansion is most likely responsible for a(n) ________.
A) revenue center 
B) investment center 
C) cost center 
D) profit center 

Answer:  B
AACSB:  Analytical thinking
20. Place the following steps from the five-step decision process in order:

A = 	Obtain information including historical costs
B = 	Evaluate performance to provide feedback
C = 	Make decisions choosing among alternatives
D = 	Make predictions about the future
E = 	Identify the problem and uncertainties

A) A, E, D, B, C 
B) E, A, D, B, C 
C) E, A, D, C, B 
D) D, C, B, A, E

Answer:  C
AACSB:  Analytical thinking
21. Which of the following costs always differ among future alternatives? 
A) fixed costs 
B) historical costs 
C) relevant costs 
D) variable costs 

Answer:  C
AACSB:  Analytical thinking
22. [bookmark: _Hlk122273907]Which of the following statements is true of a peanut-butter costing system?
A) A peanut-butter costing system typically has more-homogeneous indirect cost pools.
B) A peanut-butter costing system broadly averages or spreads the cost of resources uniformly to cost objects.
C) A peanut-butter costing system assumes that all costs are variable.
D) In a peanut-butter costing system, costs of activities are used to assign costs to other cost objects such as products or services based on the activities the products or services consume.

Answer:  B
AACSB:  Analytical thinking
23. What is defined as ‘an activity within an organisation which has a lower capacity than
preceding or subsequent activities, thereby limiting throughput’?
A Bottleneck
B Constraint
C Limiting factor
D Restraint

A
This is the CIMA Official Terminology definition of a bottleneck. With a throughput
accounting approach, the aim should be to reduce or remove bottlenecks, so as to increase
throughput.

24. Which of the following is not a typical problem that organisations may face when dealing with big data?
A The increasing use of electronic devices within society at large
B A lack of skills in the labour pool relating to the handling of Big Data
C Legal and privacy issues if data is held about individuals
D Measurement of metrics that have no use to the organization

A
The increasing use of electronic devices makes big data collection easier. Many
organisations successfully gather information from social media sites such as Facebook and
Twitter and use it to great effect within their decision‐making processes.

25. Which of the following would be included in the fixed production overhead budget?
A The annual salary of a supervisor that monitors the performance of factory workers
B The annual rent charged on the head office building
C The annual variable electricity usage charge of the factory machinery used to make
the product
D The annual cost of materials used to make the product

A
The annual rent for the head office building is an administrative overhead not a production
overhead, the electricity usage would be a variable production overhead rather than a fixed
production overhead, and the materials is a direct cost rather than an overhead.
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