EXAM REVIEW SESSION

Overview

· 2nd Exam, not comprehensive (other than a little overlap w/ ABC)

· Exam is really a 2 hour exam, But will give us 2.5 hours (12:30-3:30)

· Part I:  Mult Choice:  5 questions, 10 points total

· Part II:  total of 90 points

· Q1:  (15 Min, 15 Pts), Reciprocal Allocation

· 2 service Dept, 2 Profit (revenue) Centers

· Expected/Planned and Actual consumption proportions are identical (variable costs and fixed costs given separately – but can calc w/ them together b/c proportions are the same) 2 equations, 2 unknowns

· Q2:  (20 min, 20 pts) Joint Product Costs, including Go over class problem from course packet

· Problem in class, we had two split off points.  On the problem, only 1 split off point (to limit calc’s); Look something like this:  Joint Cost – splits into 3 products

· Processing Costs, SG&A Costs in each 

· By-product has to observe 100% traceable costs, nothing else (?)

· By-product – no joint costs will be allocated to this.  Only product costs are its own processing costs and if it is a by-product, the net-reliazable value of the by-product should be subtracted from (?)

· Joint product cost less the NRV at the split off point of the by-product should be subtracted:  Real Joint Product Cost is Total Cost – By-product cost (equals NRV of by-product at split off point)

· NRV – back out both processing and SG&A, when calc inventoriable cost – SG&A has no impact – comes below Gross Margin

· Q3:  (20 points, 25 minutes) Variances and Control:  Std Costs

· A = Actual output (8000 lbs)

· SP = (Std Cost/Unit of input/lb) = 3 

· SQ = (Std Quantity allowed for one output) 0.5 lb

· SQ*A * SP = 12000

· Actual Cost Incurred = AQ*AP = $12800

· Variance of –800 (unfavorable), if this is given, then know that the actual cost incurred is 12800

· 7 parts.  Do the first part correctly, twice.  All other parts are dependent.

· Q4:  (15 points, 10 min) Transfer Price

· Two divisions:  selling & buying

· Var cost and fixed costs (incl SG&A) are given per division

· Selling/market price is given

· Guiding rule – outlay costs + opportunity costs;

· Op cost is automatically zero if there is idle capacity

· No tax issues

· Think about – full vs. idle capacity

· If full and have one more unit, then sell at market price

· In case of idle cap – can either have enough to take care of internal needs of buying div and opp cost is zero, so transfer cost = variable cost, below that the selling division has no incentive to do it

· If there is not enough idle capacity to take care of all the needs and you want to take care of all the needs, there can be some incremental fixed costs

· In this case, it is generally a negotiated transfer price

· In this question – the calc is 2-3 minutes.  Will write 1-2 paragraphs

· Q5:  (20 points, 20min ) Relevant Costs and Decision Making

· Read:  Hanson Case Q1, Q3; Assigned Problems from chapter 14

· Do this question last

· Remember – 2 parts from the Hanson Case:

· Part 1 is easy – similar to Q2, worth 8 points

· (from Hanson) Meet competition head on and reduce price to 4.50 – 

· Fixed costs, etc will be absorbed anyway – what is relevant was the two price/quantity combinations (i.e. total contribution margin).  In the case if you raeduced the price TCM was higher.  This kind of calc is all that is needed for part 1 of this exam question

· The second question – you will have to think.  If you know what we have done and talked about in class, then you are set . . .if you missed that class, find someone’s notes.  If you did the case you are probably fine part 2 is worth 12 points

Multiple Choice:  

· Different Methods of allocation (step down, direct, etc)

· Know difference between joint product cost, relative sales value, net realizable value etc

· In acct we allow an absorption costing – talk about fixed overhead, gaap principles always have a variable costs + avg fixed costs (absorption costing) . .. question will be understanding variable costs/absorption cost kind of concepts

· “Almost non-variable” phrase from Hanson case; units produced on x-axis and total costs on y-axis; use regression and slope will be variable cost per unit and y-intercept will be the fixed cost, assume for the moment that min volume done in month of june, max volume in November, etc.  y-axis you have fixed costs and you plot them.  Use a linear regression:  y= b+mx, a=fixed cost, m=variablecost/unit

· fixed o/h: controllable and uncontrollable (no calc) – like what we did in the process costing chapter.  Normal/abnormal spoilage . . .similarly fixed o/h can be split into controllable/uncontrollable variance. Have to understand the spoilage cost idea

