Background Knowledge Probe
Decision Making for Accountancy

Respond to questions 1 through 10 by circling your answer selection (a. through d).

1. The following data are available for Quincy Company’s one product.

Unit selling price
$9

Unit variable manufacturing cost
$6

Unit variable nonmanufacturing costs
$.50

Total fixed manufacturing costs
$90,000

Unit volume
60,000

Required:  Prepare an income statement using the contribution margin format.  Determine the break-even point in units.  Determine the unit volume required to earn a 15% return on sales.

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time.

d. I’m sure I can solve it right now.

2. Your boss at AJK Company has just handed you the following results of a regression analysis.

Y = $49,272 + $1.78L + $2.68M

Where



Y = total monthly manufacturing overhead cost



L = labor hours



M = machine hours

AJK plans to use 12,000 labor hours and 2,000 machine hours next month.

Required:  (1)  Determine the total manufacturing overhead cost that AZK should incur next month.  (2)  AJK makes a product that has $6 in material cost. It requires two hours of labor time and 30 minutes of machine time.  Laborers earn $10 per hour.  What is the product’s per-unit variable manufacturing cost?  (3)  Suppose that AJK could reduce the labor time for the product described in item 2 by 30 minutes, to 1.50 hours. Machine time will remain the same.  By how much would the per-unit variable manufacturing cost fall?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

3. The controller of ARCON, Inc., has received the following regression results from the industrial engineering department.


Y = monthly manufacturing supplies cost,


X = machine hours

Y = $78,331 + $1.064X

R2 = .6181

Se = $10,113

The data were collected in a range of 40,000 to 50,000 monthly machine hours.  The controller wants your assistance in interpreting these results and explaining them to a group of managers.

Required:  Write a memo that explains the meaning and significance of each of the items in the regression results.

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

4. Mack Bolend, controller of AMH Industries, received the following budgeted and actual income statements for one of its major products for a recent month.  Not having time to analyze them, he requests that you determine why the company did not achieve its budgeted results.  All dollar amounts are in thousands.




Budget
Actual


Sales
$2,350.0
$2,197.8



Variable costs
  1,527.5
  1,405.3


Contribution margin
$   822.5
$   792.5

Per-unit variable costs were incurred as budgeted.  Determine the sales price variance and sales volume variance.

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

5. Using the data in question 1, compute product contribution margin and product gross margin for Quincy Company’s one product.  Suppose Quincy can manufacture a second product using the same manufacturing facilities it now uses for its one product.  However, they can sell only 30,000 units of product two.  The second product has a contribution margin of $3.50 and a gross margin of $.50, assuming only 30,000 units of two are manufactured.  Should Quincy manufacture any of the second product?  Should they manufacture any of the first product?  How much of each?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

6. Graham Auto Products is bringing out a new heavy-duty battery and has two choices with respect to the manufacturing process.  No matter which choice it makes, it expects to sell 100,000 units per year for four years at $50 per unit.  Data on the two processes are as follows:




Labor-Intensive
Capital-Intensive





Process
Process



Per-unit variable cost

$20
$10



Annual fixed cash operating costs

$400,000
$600,000



Investment in equipment

$4,000,000
$6,000,000

Neither set of equipment is expected to have salvage value at the end of four years.  The company uses straight-line depreciation.  The cutoff rate is 16% and the tax rate is 40%.  Which process will give the higher NPV?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

7. Pro Mart Stores has three profit centers and one service center, a central purchasing department.  Data are as follows:





Profit Centers




Groceries
Meat
Canned Goods

Percentage of central purchasing services

  used in the current year
50%
20%
30%


Expected long-term use of central


  Purchasing services

40%
40%
20%

Budgeted central purchasing costs were $600,000 fixed and $300,000 variable.  Actual fixed costs were $620,000, and actual variable costs were $290,000.  What costs (budgeted or fixed) and what measure of use (budgeted or actual) would you use to charge the profit centers for their use of purchasing services?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

8. Suppose that you have a bag of M&M candies (plain, no peanuts) that contains 22 light brown, 20 dark brown, 18 yellow, 14 green, 12 orange, and 11 red M&Ms.  If you draw one of these M&Ms out at random, what are the probabilities that it will be:


(a)  yellow?
(b)  red?
(c)  neither yellow nor red?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

9. In Smallville, 8% of all adults over 50 have diabetes.  If a clinic in this community correctly diagnoses 95 percent of all persons with diabetes as having the disease, and incorrectly diagnoses 2% of all persons without diabetes as having the disease.  What is the probability that an adult over 50 diagnosed by this clinic as having diabetes actually has the disease?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

10. In Lost Wages, Nevada, incompatibility is given as the reason for 60% of all divorces.  What is the probability that three of the next six divorce cases filed in this city will claim incompatibility as the reason?

a. I have no idea how to solve this problem

b. I once knew how to solve problems like this, but have forgotten

c. I think I could solve it, given enough time

d. I’m sure I can solve it right now

