1 ) 
Chambers, Inc. uses flexible budgets. At normal capacity of 16,000 units, budgeted manufacturing overhead is: $64,000 variable and $180,000 fixed. If Chambers had actual overhead costs of $250,000 for 18,000 units produced, what is the difference between actual and budgeted costs? 

A) $2,000 unfavorable. 

B) $2,000 favorable. 

C) $6,000 unfavorable. 

D) $8,000 favorable
At normal capacity the production costs
Unit cost = $64,000/16,000 = 4 
If Chambers increases production to 18,000 units, the Cost is 18,000* 4 = $72,000  

Variable Cost at this production point is $(250,000-180,000)
Difference in actual and Budgeted cost = $(72,000-70,000)
2,000

------------------------ --------------------------

2) 
A company's planned activity level for next year is expected to be 100,000 machine hours. At this level of activity, the company budgeted the following manufacturing overhead costs: A flexible budget prepared at the 90,000 machine hours level of activity would show total manufacturing overhead costs of 

Variable                                                        Fixed

Indirect materials $120,000                   depreciation $50,000

Indirect labor 160,000                             taxes $10,000

Factory supplies 20,000                        supervision $ 40,000 

A flexible budget prepared at the 90,000 machine hours level of activity would show total manufacturing overhead costs of 

A) $270,000. 

B) $360,000. 

C) $370,000. 
D) $300,000.
At 90,000 machine hours = 90% of optimum production 

Therefore Fixed costs + 90% of variable costs = 100,000+ 90% of 300,000 = $370,000

3) If an investment center has a $90,000 controllable margin and $1,200,000 of sales, what average operating assets are needed to have a return on investment of 10%? 

A) $120,000

 B) $210,000 

C) $900,000 
D) $1,200,000
Here we consider the Net profit rather than the sales 

ROI = Net Profit/Investment * 100

0.1* X = $90,000 
Alternatively 
X = $90,000/0.1 = $900,000
Operating assets 

=$900,000
4 ) 
A company developed the following per-unit standards for its product: 2 pounds of direct materials at $4 per pound. Last month, 1,000 pounds of direct materials were purchased for $3,800. The direct materials price variance for last month was

 A) $3,800 favorable. 

B) $200 favorable. 

C) $100 favorable. 

D) $200 unfavorable.
Total production less material cost 
$(1,000* 4)-$3800

= $200
5) 
The master budget of Windy Co. shows that the planned activity level for next year is expected to be 50,000 machine hours. At this level of activity, the following manufacturing overhead costs are expected:

indirect labor    $720,000
machine supplies    180,000

indirect materials    210,000

depreciation on factory building 150,000

total manufacturing overhead 1,260,000

A flexible budget for a level of activity of 60,000 machine hours would show total manufacturing overhead costs of:

A) $1,482,000. 

B) $1,260,000. 

C) $1,512,000. 

D) $1,362,000.
At 60,000 machine hours = (60,000/50,000) 1.2 optimum for variable costs which are Indirect labor + Machine supplies + Indirect materials 

1.2* $1,110,000 + Fixed Cost which is Depreciation 

= $1,332,000+ $150,000

Manufacturing overhead =1,482,000

6) Dillon has a standard of 1.5 pounds of materials per unit, at $6 per pound. In producing 2,000 units, Dillon used 3,100 pounds of materials at a total cost of $18,135. Dillon's total variance is 

A) $450 F. 

B) $135 U. 

C) $465 U. 

D) $600 U.
(Total cost) less (Units produced* Unit Cost)
$18,135 less ((2000 units* 1.5) per unit at$6)

18,135- 18,000

$135

7) 
Dillon has a standard of 1.5 pounds of materials per unit, at $6 per pound. In producing 2,000 units, Dillon used 3,100 pounds of materials at a total cost of $18,135. Dillon's materials price variance is Price Variance 
To calculate materials price variance we compare the total cost used to the cost of materials per unit Therefore we have the material cost at (3100*$6) – $(18,135) = $465

A) $135 U. 

B) $465 F.

 C) $600 F. 

D) $1,050 F.
8) 
Dillon has a standard of 1.5 pounds of materials per unit, at $6 per pound. In producing 2,000 units, Dillon used 3,100 pounds of materials at a total cost of $18,135. Dillon's materials quantity variance is Material cost divided by no. of units produced* Unit Cost However, we must consider that the material is bought in a standard measurement of 1.5 pounds per unit. Therefore, 

[1.5 ( (3,100 (2,000)] (2,000 ( $6 ( -$600
A) $135 F. 
B) $465 U. 
C) $600 U. 
D) $1,050 U

9) Dillon has a standard of 2 hours of labor per unit, at $12 per hour. In producing 2,000 units, Dillon used 3,850 hours of labor at a total cost of $46,970. Dillon's total labor variance is 
A) $1,030 U. 

B) $800 U. 

C) $1,030 F. 

D) $1,930 F. 
 Actual Cost = $46,970 

Flexible budget (Actual Q x Standard Rate) = 3,850 x 12 = $46,200 

(Std Q x Std Rate) = 2 x 2,000 x 12 = 48,000
Total Labor Variance = 48,000 - 46970 = 1030 F
10) Dillon has a standard of 2 hours of labor per unit, at $12 per hour. In producing 2,000 units, Dillon used 3,850 hours of labor at a total cost of $46,970. Dillon's labor price variance is 

A) $770 U. 

B) $800 U. 

C) $1,030 F. 

D) $1,930 F

Labor Price Variance 

Flexible budget (Actual Q x Standard Rate) = 3,850 x 12 = $46,200
46,200 - 46,970 = 770 Unfavorable 
11) Dillon has a standard of 2 hours of labor per unit, at $12 per hour. In producing 2,000 units, Dillon used 3,850 hours of labor at a total cost of $46,970. Dillon's labor quantity variance is 

A) $770 U. 

B) $770 F. 

C) $1,800 F. 

D) $1,930 F.
(Std Q x Std Rate) = 2 x 2,000 x 12 = 48,000
LEV = 48,000 - 46,200 = 1800 Favorable 
12 )If controllable margin is $300,000 and the average investment center operating assets are $2,000,000, the return on investment is A) .67%. 

B) 6.66%. 

C) 20%. 

D) 15%. 

ROI = Controllable Margin/Average operating Assets
Therefore 300,000/2,000,000= 
13)  Dingo Division's operating results include: controllable margin of $150,000, sales totaling $1,200,000, and average operating assets of $500,000. Dingo is considering a project with sales of $100,000, expenses of $86,000, and an investment of average operating assets of $200,000. Dingo's required rate of return is 9%. Should Dingo accept this project? 
ROI = Controllable Margin/Average operating Assets

Margin = Sales less Expenses

$(100,000-86,000) = 14,000
ROI for new project considering its position and operating assets for new project = 14,000/200,000 = 7% 

7% is less than the required rate of return which is 9%

A) Yes, ROI will drop by 6.6% which is still above the required rate of return.

 B) No, the return is less than the required rate of 9%. 

C) Yes, ROI still exceeds the cost of capital. 

D) No, ROI will decrease to 7%. 

. 14) Quincy Corp. earned controllable margin of $500,000 on sales of $6,400,000. The division had average operating assets of $5,200,000. The company requires a rate of return of 8%. How much is residual income? 

A) $416,000 

B) $84,000 

C) $584,000 

D) $512,000
To get  residual income we must consider the margin and the rate of return of investment 

$500,000 -($5,200,000 × 8%) =$84,000
Use the following to answer Qesutions1--3

15 ) 
Oxnard Industries produces a product that requires 2.6 pounds of materials per unit. The allowance for waste and spoilage per unit is .3 pounds and .1 pounds, respectively. The purchase price is $2 per pound, but a 2% discount is usually taken. Freight costs are $.10 per pound, and receiving and handling costs are $.07 per pound. The hourly wage rate is $12.00 per hour, but a raise, which will average $.30, will go into effect soon. Payroll taxes are $1.20 per hour, and fringe benefits average $2.40 per hour. Standard production time is 1 hour per unit, and the allowance for rest periods and setup is .2 hours and .1 hours, respectively.? 

Q1 ) The standard direct materials price per pound is 
A) $1.96. 

B) $2.00. 

C) $2.13

 D) $2.17
Direct Material cost 

Purchase price (less discount)+Freight cost Receiving/handling cost 
=$(1.96+0.1+0.07)

Q2 ) The standard direct labor rate per hour is 

A) $ 12.00. 

B) $ 12.30. 

C) $15.60. 

D) $15.90.
Direct Labor rate = Hourly wage rate + Payroll taxes + Fringe Benefits 
 $12.00 + $1.20 + $2.40 = $15.60
Once the increment takes effect the rate will rise to $15.90
Q3)  The standard direct labor hours per unit is 

A) 1 hour. 

B) 1.1 hours. 

C) 1.2 hours. 

D) 1.3 hours.

Direct labor hour per unit = Standard production time + Allowance for rest + Allowance for setup   = 1hr+ 0.2h + 0.1 h= 1.3 h
16)
 The per-unit standards for direct materials are 2 gallons at $4 per gallon. Last month, 11,200 gallons of direct materials that actually cost $42,400 were used to produce 6,000 units of product. The direct materials quantity variance for last month was 
A) $3,200 favorable.

 B) $2,400 favorable. 

C) $3,200 unfavorable. 

D) $5,600 unfavorable.
Materials Quantity Variance = (Actual Quantity x Standard Price) - (Standard Quantity x Standard Price)
[(6,000 *2) -11,200] *$4 =$3,200
17) 
The standard rate of pay is $12 per direct labor hour. If the actual direct labor payroll was $47,040 for 4,000 direct labor hours worked, the direct labor price (rate) variance is 
A) $960 unfavorable. 

B) $960 favorable. 

C) $1,200 unfavorable.
D) $1,200 favorable.
Here we must consider the Actual labor payroll Cost against the price rate Total Labor Variance = (Actual Hours x Actual Rate) - (Standard Hours x Standard Rate)
Therefore 

(($47,040 (4,000) ($12) (4,000 = -960
18 ) 
The standard number of hours that should have been worked for the output attained is 10,000 direct labor hours and the actual number of direct labor hours worked was 10,500. If the direct labor price variance was $10,500 unfavorable, and the standard rate of pay was $12 per direct labor hour, what was the actual rate of pay for direct labor? 
Direct labor price variance 
(12-x)*10500= $10,500U

126,000-10,000x=-10,500

-10,000x=-136,500

Therefore x= 136500/-10,500

Actual rate of pay for direct labor = 13

A) $11 per direct labor hour 
B) $9 per direct labor hour 
C) $13 per direct labor hour 
D) $12 per direct labor hour

19 )
 The per-unit standards for direct labor are 2 direct labor hours at $12 per hour. If in producing 1,200 units, the actual direct labor cost was $25,600 for 2,000 direct labor hours worked, the total direct labor variance is   We get the variance by comparing the Actual Direct Labor Cost with the Standard Cost Total Labor Variance = (Actual Hours x Actual Rate) - (Standard Hours x Standard Rate)
Therefore $(12*2)*1200 – $(25600) = $3200  
A) $960 unfavorable. 
B) $3,200 favorable. 
C) $2,000 unfavorable. 
D) $3,200 unfavorable.
20) 

The per-unit standards for direct labor are 1.5 direct labor hours at $15 per hour. If in producing 2,400 units, the actual direct labor cost was $46,000 for 3,000 direct labor hours worked, the total direct labor variance is 
A) $2,400 unfavorable. 

B) $8,000 favorable. 

C) $5,000 unfavorable. 

D) $8,000 unfavorable.

Here we are finding the difference between the total actual direct labor cost and the total standard cost
Total Labor Variance = (Actual Hours x Actual Rate) - (Standard Hours x Standard Rate)
The standard labor cost is $(1.5*15*2400) = $54,000
However, the actual labor cost was $46,000

Variance is $54,000-46,000 = 8,000 favorable 
