Accounting, 9e, Global Edition (Horngren)

Chapter 23   Flexible Budgets and Standard Costs

Learning Objective 23-1 

1) A static budget is prepared for one level of sales volume.

Answer:  TRUE

Diff: 1

LO:  23-1

EOC Ref:  S23-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) A favorable variance reflects an increase in operating income.

Answer:  TRUE

Diff: 1

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) A variance is the difference between an actual amount and a budgeted amount.

Answer:  TRUE

Diff: 1

LO:  23-1

EOC Ref:  S23-1

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) Flexible budgets are budgets that summarize cost and revenue information at various volume levels within a relevant range.

Answer:  TRUE

Diff: 1

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) The sales volume variance arises because the number of units actually sold differs from the number of units expected to be sold according to the static budget.

Answer:  TRUE

Diff: 1

LO:  23-1

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) The sales volume variance results from the fact that the actual selling price is different than the budgeted selling price.

Answer:  FALSE

Diff: 1

LO:  23-1

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) The flexible budget variance arises because the number of units actually sold differs from the static budget units.

Answer:  FALSE

Diff: 1

LO:  23-1

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) The flexible budget is based on the actual number of outputs.

Answer:  TRUE

Diff: 1

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) A static budget presents financial data at several different volume levels

Answer:  FALSE

Diff: 1

LO:  23-1

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Portobello Company prepared the following static budget for the coming month:

	Static Budget
	
	

	Units/volume
	
	5,000 

	
	Per Unit
	

	Sales revenue
	$3.00 
	$15,000 

	Variable expenses
	$1.80 
	9,000 

	Contribution margin
	
	6,000 

	Fixed expenses
	
	5,000 

	Operating income/(loss)
	
	$1,000 


If a flexible budget was prepared at a volume of 4,000, how much would the operating income be?

A) ($200)

B) $500

C) $2,200

D) $1,000

Answer:  A

Explanation:  A) Calculations:

	Units/volume
	
	4,000 
	5,000 
	6,000 

	
	Per Unit
	
	
	

	Sales revenue
	$3.00 
	$12,000 
	$15,000 
	$18,000 

	Variable expenses
	$1.80 
	7,200 
	9,000 
	10,800 

	Contribution margin
	
	4,800 
	6,000 
	7,200 

	Fixed expenses
	
	5,000 
	5,000 
	5,000 

	Operating income/(loss)
	
	($200)
	$1,000 
	$2,200 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Portobello Company prepared the following static budget for the coming month:
	Static Budget
	
	

	Units/volume
	
	5,000 

	
	Per Unit
	

	Sales revenue
	$3.00 
	$15,000 

	Variable expenses
	$1.80 
	9,000 

	Contribution margin
	
	6,000 

	Fixed expenses
	
	5,000 

	Operating income/(loss)
	
	$1,000 


If a flexible budget was prepared at a volume of 6,000, how much would the operating income be?

A) ($200)

B) $500

C) $2,200

D) $1,000

Answer:  C

Explanation:  C) Calculations:

	Units/volume
	
	4,000 
	5,000 
	6,000 

	
	Per Unit
	
	
	

	Sales revenue
	$3.00 
	$12,000 
	$15,000 
	$18,000 

	Variable expenses
	$1.80 
	7,200 
	9,000 
	10,800 

	Contribution margin
	
	4,800 
	6,000 
	7,200 

	Fixed expenses
	
	5,000 
	5,000 
	5,000 

	Operating income/(loss)
	
	($200)
	$1,000 
	$2,200 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Ibis Company prepared the following static budget for the coming month:

	Static Budget
	
	

	Units/volume
	
	12,000 

	
	Per Unit
	

	Sales revenue
	$20.00 
	$240,000 

	Variable expenses
	$9.00 
	108,000 

	Contribution margin
	
	132,000 

	Fixed expenses
	
	130,000 

	Operating income/(loss)
	
	$2,000 


If a flexible budget was prepared at a volume of 13,000 units, how much would the operating income be?

A) $22,000

B) $17,500

C) $24,000

D) $13,000

Answer:  D

Explanation:  D) Calculations:

	Flexible Budget
	
	
	
	

	Units/volume
	
	12,000 
	13,000 
	14,000 

	
	Per Unit
	
	
	

	Sales revenue
	$20.00 
	$240,000 
	$260,000 
	$280,000 

	Variable expenses
	$9.00 
	108,000 
	117,000 
	126,000 

	Contribution margin
	
	132,000 
	143,000 
	154,000 

	Fixed expenses
	
	130,000 
	130,000 
	130,000 

	Operating income/(loss)
	
	$2,000 
	$13,000 
	$24,000 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Ibis Company prepared the following static budget for the coming month:

	Static Budget
	
	

	Units/volume
	
	12,000 

	
	Per Unit
	

	Sales revenue
	$20.00 
	$240,000 

	Variable expenses
	$9.00 
	108,000 

	Contribution margin
	
	132,000 

	Fixed expenses
	
	130,000 

	Operating income/(loss)
	
	$2,000 


If a flexible budget was prepared at a volume of 14,000 units, how much would the operating income be?

A) $22,000

B) $17,500

C) $24,000

D) $13,000

Answer:  C

Explanation:  C) Calculations:

	Flexible Budget
	
	
	
	

	Units/volume
	
	12,000 
	13,000 
	14,000 

	
	Per Unit
	
	
	

	Sales revenue
	$20.00 
	$240,000 
	$260,000 
	$280,000 

	Variable expenses
	$9.00 
	108,000 
	117,000 
	126,000 

	Contribution margin
	
	132,000 
	143,000 
	154,000 

	Fixed expenses
	
	130,000 
	130,000 
	130,000 

	Operating income/(loss)
	
	$2,000 
	$13,000 
	$24,000 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) Which of the following BEST describes flexible budgets?

A) Flexible budgets have contingency funds to allow flexibility of spending.

B) Flexible budgets summarize financial results at several different volume levels.

C) Flexible budgets are an integral part of the master budget.

D) Flexible budgets can accommodate several different price structures.

Answer:  B

Diff: 2

LO:  23-1

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) In a flexible budget, which of the following amounts stays the same as the volume changes?

A) The total amount of contribution margin

B) The total amount of fixed costs

C) The total amount of variable expenses

D) The total amount of sales revenue

Answer:  B

Diff: 1

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) In a flexible budget, which of the following amounts does NOT stay the same as the volume changes?

A) The price per unit

B) The fixed costs

C) The variable expense per unit

D) The total contribution margin

Answer:  D

Diff: 1

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) Sweet Baby Diaper Company sells disposable diapers for $.20 each. Variable costs are $.05 per diaper, while fixed costs are $75,000 per month. At a volume of 700,000 diapers per month, what operating income would be shown in the flexible budget?

A) $7,500

B) $45,000

C) $30,000

D) $15,000

Answer:  C

Explanation:  C) Calculations: 

	Units/volume
	
	600,000 
	700,000 
	800,000 

	
	Per Unit
	
	
	

	Sales revenue
	$0.20 
	$120,000 
	$140,000 
	$160,000 

	Variable expenses
	$0.05 
	30,000 
	35,000 
	40,000 

	Contribution margin
	
	90,000 
	105,000 
	120,000 

	Fixed expenses
	
	75,000 
	75,000 
	75,000 

	Operating income/(loss)
	
	$15,000 
	$30,000 
	$45,000 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Sweet Baby Diaper Company sells disposable diapers for $.20 each. Variable costs are $.05 per diaper, while fixed costs are $75,000 per month. At a volume of 600,000 diapers per month, what operating income would be shown in the flexible budget?

A) $7,500

B) $45,000

C) $30,000

D) $15,000

Answer:  D

Explanation:  D) Calculations:

	Units/volume
	
	600,000 
	700,000 
	800,000 

	
	Per Unit
	
	
	

	Sales revenue
	$0.20 
	$120,000 
	$140,000 
	$160,000 

	Variable expenses
	$0.05 
	30,000 
	35,000 
	40,000 

	Contribution margin
	
	90,000 
	105,000 
	120,000 

	Fixed expenses
	
	75,000 
	75,000 
	75,000 

	Operating income/(loss)
	
	$15,000 
	$30,000 
	$45,000 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) ABBA Manufacturing makes staplers. The budgeted selling price is $10 per stapler, the variable rate is $5 per stapler and budgeted fixed costs are $12,000. What is the budgeted operating income for 5,000 staplers?

A) $15,000

B) $13,000

C) $25,000

D) $50,000

Answer:  B

Explanation:  B) Calculations: 5,000 × ($10 - $5) - $12,000 = $13,000

Diff: 1

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

20) A company's flexible budget for 40,000 units of production showed sales of $110,000, variable costs of $60,000, and fixed costs of $41,000.  What net operating income would you expect the company to earn if it produces and sells 43,000 units?

A) $17,250

B) $12,750

C) $9,000

D) $11,850

Answer:  B

Explanation:  B) Calculations:

	Units
	 40,000
	
	Per unit
	
	  43,000

	Sales revenue
	$110,000 
	40,000 
	$2.75 
	43,000 
	$118,250 

	Variable expenses
	60,000 
	40,000 
	$1.50 
	43,000 
	64,500 

	Contribution margin
	50,000 
	
	
	
	53,750 

	Fixed expenses
	41,000 
	
	
	
	41,000 

	Operating income
	$9,000 
	
	
	
	$12,750 


Diff: 3

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) Portobello Company prepared the following static budget for the coming month:

	Static Budget
	
	

	Units/volume
	
	5,000 

	
	Per Unit
	

	Sales revenue
	$3.00 
	$15,000 

	Variable expenses
	$1.80 
	9,000 

	Contribution margin
	
	6,000 

	Fixed expenses
	
	5,000 

	Operating income/(loss)
	
	$1,000 


Using the format below, please prepare a flexible budget including data at volumes of 4,000 and 6,000 units.

	Flexible Budget
	
	
	
	

	Units/volume
	
	4,000 
	5,000 
	6,000 

	
	Per Unit
	
	
	

	Sales revenue
	$3.00 
	
	
	

	Variable expenses
	$1.80 
	
	
	

	Contribution margin
	
	
	
	

	Fixed expenses
	
	
	
	

	Operating income/(loss)
	
	
	
	


Answer:  

	Flexible Budget
	
	
	
	

	Units/volume
	
	4,000 
	5,000 
	6,000 

	
	Per Unit
	
	
	

	Sales revenue
	$3.00 
	$12,000 
	$15,000 
	$18,000 

	Variable expenses
	$1.80 
	7,200 
	9,000 
	10,800 

	Contribution margin
	
	4,800 
	6,000 
	7,200 

	Fixed expenses
	
	5,000 
	5,000 
	5,000 

	Operating income/(loss)
	
	($200)
	$1,000 
	$2,200 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

22) Ibis Company prepared the following static budget for the coming month:

	Static Budget
	
	

	Units/volume
	
	12,000 

	
	Per Unit
	

	Sales revenue
	$20.00 
	$240,000 

	Variable expenses
	$9.00 
	108,000 

	Contribution margin
	
	132,000 

	Fixed expenses
	
	130,000 

	Operating income/(loss)
	
	$2,000 


Using the format below, please prepare a flexible budget including data at volumes of 13,000 and 14,000 units.

	Flexible Budget
	
	
	
	

	Units/volume
	
	12,000 
	13,000 
	14,000 

	
	Per Unit
	
	
	

	Sales revenue
	$20.00 
	
	
	

	Variable expenses
	$9.00 
	
	
	

	Contribution margin
	
	
	
	

	Fixed expenses
	
	
	
	

	Operating income/(loss)
	
	
	
	


Answer:  

	Flexible Budget
	
	
	
	

	Units/volume
	
	12,000 
	13,000 
	14,000 

	
	Per Unit
	
	
	

	Sales revenue
	$20.00 
	$240,000 
	$260,000 
	$280,000 

	Variable expenses
	$9.00 
	108,000 
	117,000 
	126,000 

	Contribution margin
	
	132,000 
	143,000 
	154,000 

	Fixed expenses
	
	130,000 
	130,000 
	130,000 

	Operating income/(loss)
	
	$2,000 
	$13,000 
	$24,000 


Diff: 2

LO:  23-1

EOC Ref:  S23-3

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

Learning Objective 23-2 

1) The sales volume variance is the difference between the static budget and the flexible budget amounts, and is caused by actual sales volume being different than budgeted sales volume.

Answer:  TRUE

Diff: 1

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

2) Which of the following BEST describes sales volume variance?

A) Difference between actual amounts and the flexible budget due to differences in price and costs

B) Difference between the flexible budget and static budget due to differences in volumes

C) Difference between the static budget and actual amounts due to differences in price

D) Difference between the flexible budget and static budget due to differences in fixed expenses

Answer:  B

Diff: 1

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

3) Which of the following BEST describes flexible budget variance?

A) Difference between actual amounts and the flexible budget due to differences in price and costs

B) Difference between the flexible budget and static budget due to differences in volumes

C) Difference between the flexible budget and actual amounts due to differences in volumes

D) Difference between the flexible budget and static budget due to differences in fixed expenses

Answer:  A

Diff: 1

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

4) Onyx Company prepared a static budget at the beginning of the month.  It's the end of the month and the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the flexible budget variance for sales revenue?

A) $5,490 U

B) $5,490 F

C) $3,960 U

D) $3,960 F

Answer:  D

Explanation:  D) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

5) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the flexible budget variance for variable expenses?

A) $5,490 U

B) $2,970 U

C) $2,970 F

D) $3,960 F

Answer:  B

Explanation:  B) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

6) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the flexible budget variance for fixed expenses?

A) $4,500 U

B) $4,500 F

C) $0

D) $5,490 F

Answer:  B

Explanation:  B) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

7) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the flexible budget variance for operating income?

A) $4,500 U

B) $4,500 F

C) $380 U

D) $5,490 F

Answer:  D

Explanation:  D) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

8) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the sales volume variance for revenues?

A) $4,500 U

B) $700 U

C) $380 U

D) $3,960 F

Answer:  B

Explanation:  B) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

9) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the sales volume variance for variable expenses?

A) $2,970 U

B) $320 F

C) $380 U

D) $3.960 F

Answer:  B

Explanation:  B) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

10) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the sales volume variance for fixed expenses?

A) $2,970 U

B) $4,500 F

C) $380 U

D) $0

Answer:  D

Explanation:  D) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

11) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Based on the above data, how much was the sales volume variance for operating income?

A) $2,970 U

B) $5,490 F

C) $380 U

D) $5,110 F

Answer:  C

Explanation:  C) Calculations:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue *
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses**
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 

	
	
	
	
	
	
	
	

	*  price/unit
	$74.00 
	
	
	$70.00 
	
	
	$70.00 

	**var cost/unit
	$35.00 
	
	
	$32.00 
	
	
	$32.00 


Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

12) The Carolina Products Company has just completed a flexible budget analysis of 2nd quarter operating income, as shown here:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	12,800 
	0 
	
	12,800 
	800 
	F
	12,000 

	Sales revenue 
	$62,720 
	$1,280 
	U
	$64,000 
	$4,000 
	F
	$60,000 

	Variable expenses
	27,520 
	640 
	U
	26,880 
	1,680 
	U
	25,200 

	Contribution margin
	35,200 
	1,920 
	U
	37,120 
	2,320 
	F
	34,800 

	Fixed expenses
	34,100 
	100 
	U
	34,000 
	0 
	
	34,000 

	Operating income/(loss)
	$1,100 
	$2,020 
	U
	$3,120 
	$2,320 
	F
	$800 


Based on the above data, which of the following statements would be a correct interpretation of the sales volume variance for sales revenues?

A) Increase in price per unit

B) Increase in sales volume

C) Increase in variable expense per unit

D) Increase in fixed costs

Answer:  B

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

13) The Carolina Products Company has just completed a flexible budget analysis of 2nd quarter operating income, as shown here: 

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	12,800 
	0 
	
	12,800 
	800 
	F
	12,000 

	Sales revenue 
	$62,720 
	$1,280 
	U
	$64,000 
	$4,000 
	F
	$60,000 

	Variable expenses
	27,520 
	640 
	U
	26,880 
	1,680 
	U
	25,200 

	Contribution margin
	35,200 
	1,920 
	U
	37,120 
	2,320 
	F
	34,800 

	Fixed expenses
	34,100 
	100 
	U
	34,000 
	0 
	
	34,000 

	Operating income/(loss)
	$1,100 
	$2,020 
	U
	$3,120 
	$2,320 
	F
	$800 


Based on the above data, which of the following statements would be a correct interpretation of the sales volume variance for variable expenses?

A) Decrease in price per unit

B) Increase in variable cost per unit

C) Increase in sales volume

D) Increase in fixed costs

Answer:  C

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

14) The Carolina Products Company has just completed a flexible budget analysis of 2nd quarter operating income, as shown here:


	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	12,800 
	0 
	
	12,800 
	800 
	F
	12,000 

	Sales revenue 
	$62,720 
	$1,280 
	U
	$64,000 
	$4,000 
	F
	$60,000 

	Variable expenses
	27,520 
	640 
	U
	26,880 
	1,680 
	U
	25,200 

	Contribution margin
	35,200 
	1,920 
	U
	37,120 
	2,320 
	F
	34,800 

	Fixed expenses
	34,100 
	100 
	U
	34,000 
	0 
	
	34,000 

	Operating income/(loss)
	$1,100 
	$2,020 
	U
	$3,120 
	$2,320 
	F
	$800 


Based on the above data, which of the following statements would be a correct interpretation of the sales volume variance for operating income?

A) Decrease in price per unit

B) Increase in variable cost per unit

C) Increase in sales volume

D) Increase in fixed costs

Answer:  C

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

15) The Carolina Products Company has just completed a flexible budget analysis of 2nd quarter operating income, as shown here:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	12,800 
	0 
	
	12,800 
	800 
	F
	12,000 

	Sales revenue 
	$62,720 
	$1,280 
	U
	$64,000 
	$4,000 
	F
	$60,000 

	Variable expenses
	27,520 
	640 
	U
	26,880 
	1,680 
	U
	25,200 

	Contribution margin
	35,200 
	1,920 
	U
	37,120 
	2,320 
	F
	34,800 

	Fixed expenses
	34,100 
	100 
	U
	34,000 
	0 
	
	34,000 

	Operating income/(loss)
	$1,100 
	$2,020 
	U
	$3,120 
	$2,320 
	F
	$800 


Based on the above data, which of the following statements would be a correct interpretation of the flexible budget variance for sales revenue?

A) Decrease in price per unit

B) Increase in variable cost per unit

C) Increase in sales volume

D) Increase in fixed costs

Answer:  A

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

16) The Carolina Products Company has just completed a flexible budget analysis of 2nd quarter operating income, as shown here:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	12,800 
	0 
	
	12,800 
	800 
	F
	12,000 

	Sales revenue 
	$62,720 
	$1,280 
	U
	$64,000 
	$4,000 
	F
	$60,000 

	Variable expenses
	27,520 
	640 
	U
	26,880 
	1,680 
	U
	25,200 

	Contribution margin
	35,200 
	1,920 
	U
	37,120 
	2,320 
	F
	34,800 

	Fixed expenses
	34,100 
	100 
	U
	34,000 
	0 
	
	34,000 

	Operating income/(loss)
	$1,100 
	$2,020 
	U
	$3,120 
	$2,320 
	F
	$800 


Based on the above data, which of the following statements would be a correct interpretation of the flexible budget variance for variable expenses?

A) Decrease in price per unit

B) Increase in variable cost per unit

C) Increase in sales volume

D) Increase in fixed costs

Answer:  B

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) The Carolina Products Company has just completed a flexible budget analysis of 2nd quarter operating income, as shown here:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	12,800 
	0 
	
	12,800 
	800 
	F
	12,000 

	Sales revenue 
	$62,720 
	$1,280 
	U
	$64,000 
	$4,000 
	F
	$60,000 

	Variable expenses
	27,520 
	640 
	U
	26,880 
	1,680 
	U
	25,200 

	Contribution margin
	35,200 
	1,920 
	U
	37,120 
	2,320 
	F
	34,800 

	Fixed expenses
	34,100 
	100 
	U
	34,000 
	0 
	
	34,000 

	Operating income/(loss)
	$1,100 
	$2,020 
	U
	$3,120 
	$2,320 
	F
	$800 


Based on the above data, which of the following statements would be a correct interpretation of the flexible budget variance for fixed expenses?

A) Decrease in price per unit

B) Increase in variable cost per unit

C) Increase in sales volume

D) Increase in fixed costs

Answer:  D

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) A company is analyzing month-end results compared to both static and flexible budgets.  This month the actual selling price was higher than projected in the static budget. What kind of variance would that produce?

A) Favorable flexible budget variance for sales revenues

B) Favorable sales volume variance for sales revenues

C) Unfavorable flexible budget variance for sales revenues

D) Unfavorable sales volume variance for sales revenues

Answer:  A

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) A company is analyzing month-end results compared to both static and flexible budgets.  This month the actual variable expenses per unit were lower than projected in the static budget. What kind of variance would that produce?

A) Favorable flexible budget variance for variable expenses

B) Favorable sales volume variance for variable expenses

C) Unfavorable flexible budget variance for variable expenses

D) Unfavorable sales volume variance for variable expenses

Answer:  A

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) A company is analyzing month-end results compared to both static and flexible budgets.  This month the actual fixed expenses were lower than projected in the static budget. What kind of variance would that produce?

A) Favorable flexible budget variance for fixed expenses

B) Favorable sales volume variance for fixed expenses

C) Unfavorable flexible budget variance for fixed expenses

D) Unfavorable sales volume variance for fixed expenses

Answer:  A

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

21) A company is analyzing month-end results compared to both static and flexible budgets.  This month the actual sales volume was lower than projected in the static budget. What kind of variance would that produce?

A) Unfavorable flexible budget variance for variable expenses

B) Unfavorable sales volume variance for variable expenses

C) Unfavorable flexible budget variance for sales revenues

D) Unfavorable sales volume variance for sales revenues

Answer:  D

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) A favorable flexible budget variance in sales revenues suggests a(n):

A) increase in selling price.

B) increase in volume.

C) decrease in variable expenses per unit.

D) decrease in fixed costs.

Answer:  A

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) An unfavorable flexible budget variance in variable expenses suggests a(n):

A) increase in price.

B) decrease in volume.

C) increase in variable expenses per unit.

D) decrease in fixed costs.

Answer:  C

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) An unfavorable flexible budget variance in operating income might be due to a(n):

A) increase in price.

B) decrease in volume.

C) increase in variable expenses per unit.

D) decrease in fixed costs.

Answer:  C

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) A favorable sales volume variance in sales revenue suggests a(n):

A) increase in price.

B) increase in volume.

C) increase in variable expenses per unit.

D) decrease in fixed costs.

Answer:  B

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

26) A favorable sales volume variance in variable expenses suggests a(n):

A) increase in volume.

B) decrease in volume.

C) increase in variable expenses per unit.

D) decrease in fixed costs.

Answer:  B

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

27) An unfavorable sales volume variance in operating income suggests a(n):

A) increase in volume.

B) decrease in volume.

C) increase in variable expenses per unit.

D) decrease in fixed costs.

Answer:  B

Diff: 2

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

28) Global Engineering's actual operating income for the current year is $50,000.  The flexible budget operating income for actual volume achieved is $40,000, while the static budget operating income is $53,000.  What is the sales volume variance for operating income?

A) $13,000 favorable

B) $10,000 unfavorable

C) $13,000 unfavorable

D) $10,000 favorable

Answer:  C

Explanation:  C) Calculations: $53,000 - $40,000 = $13,000

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

29) Tiger's Golf Center reported actual operating income for the current year of $60,000.  The flexible budget operating income for actual volume achieved is $55,000, while the static budget operating income is $58,000.  What is the flexible budget variance for operating income?

A) $5,000 favorable

B) $3,000 unfavorable

C) $5,000 unfavorable

D) $2,000 favorable

Answer:  A

Explanation:  A) Calculations: $60,000 - $55,000 = $5,000

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

30) Western Outfitters Mountain Sports projected 2011 sales of 75,000 units at a unit sale price of $12.00. Actual 2011 sales were 72,000 units at $14.00 per unit.  Variable costs were budgeted at $4.00 per unit; actual amount was $4.75 per unit.  Budgeted fixed costs totaled $375,000, while actual fixed costs amounted to $400,000.  What is the sales volume variance for total revenue?

A) $144,000 favorable

B) $42,000 unfavorable

C) $108,000 favorable

D) $36,000 unfavorable

Answer:  D

Explanation:  D) Calculations:  (75,000 × $12) - (72,000 × $12) = $36,000

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

31) Western Outfitters Mountain Sports projected 2011 sales of 75,000 units at a unit sale price of $12.00. Actual 2011 sales were 72,000 units at $14.00 per unit.  Variable costs were budgeted at $4.00 per unit; actual amount was $4.75 per unit.  Budgeted fixed costs totaled $375,000 while actual fixed costs amounted to $400,000.  What is the flexible budget variance for variable expenses?

A) $12,000 favorable

B) $54,000 unfavorable

C) $54,000 favorable

D) $25,000 favorable

Answer:  B

Explanation:  B) Calculations: 72,000 ($4.75 - $4.00) = $54,000

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

32) Western Outfitters Mountain Sports projected 2011 sales of 75,000 units at a unit sale price of $12.00. Actual 2011 sales were 72,000 units at $14.00 per unit. Variable costs were budgeted at $4.00 per unit; actual amount was $4.75 per unit.  Budgeted fixed costs totaled $375,000 while actual fixed costs amounted to $400,000.  What is the flexible budget variance for operating income?

A) $48,000 unfavorable

B) $65,000 favorable

C) $65,000 unfavorable

D) $41,000 favorable

Answer:  B

Explanation:  B) Calculations:


(72,000 × $14.00) - (72,000 × $4.75) - $400,000 = $266,000


(72,000 × $12.00) - (72,000 × $4.00) - $375,000 = $201,000


$266,000 - $201,000 = $65,000

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

33) Western Outfitters Mountain Sports projected 2011 sales of 75,000 units at a unit sale price of $12.00. Actual 2011 sales were 72,000 units at $14.00 per unit. Variable costs were budgeted at $4.00 per unit; actual amount was $4.75 per unit.  Budgeted fixed costs totaled $375,000 while actual fixed costs amounted to $400,000. What is the sales volume variance for operating income?

A) $41,000 unfavorable

B) $24,000 unfavorable

C) $24,000 favorable

D) $65,000 unfavorable

Answer:  B

Explanation:  B) Calculations:


(75,000 × $12) - (75,000 × $4.00) - $375,000 = $225,000


(72,000 × $12) - (72,000 × $4.00) - $375,000 = $201,000


$225,000 - $201,000 = $24,000

Diff: 2

LO:  23-2

EOC Ref:  E23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

34) Shirt Fantasy produces and sells two types of tee shirtsFancy and Plain.  Shirt Fantasy provides the following data:

	
	Budget
	Actual

	Unit sales price- Fancy
	$24
	$25

	Unit sales price-Plain
	$18
	$17

	Unit sales-Fancy
	1,300
	1,250

	Unit sales-Plain
	900
	875


Using the format below, compute the flexible budget variance for Fancy  tee shirts for sales revenue only.

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	F/U
	Budget
	Variance
	F/U
	Budget

	Units/volume
	1,250 
	
	
	
	
	
	1,300 

	Sales revenue
	
	
	
	
	
	
	


Answer:  

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	1,250 
	
	
	1,250 
	
	
	1,300 

	Sales revenue
	$31,250 
	$1,250 
	F
	$30,000 
	$1,200 
	U
	$31,200 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

35) Shirt Fantasy produces and sells two types of tee shirtsFancy and Plain.  Shirt Fantasy provides the following data:

	
	Budget
	Actual

	Unit sales price- Fancy
	$24
	$25

	Unit sales price-Plain
	$18
	$17

	Unit sales-Fancy
	1,300
	1,250

	Unit sales-Plain
	900
	875


Using the format below, compute the flexible budget variance  for Plain  tee shirts for sales revenue only.

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	875 
	
	
	
	
	
	900

	Sales revenue
	
	
	
	
	
	
	


Answer:  

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	875 
	
	
	875 
	
	
	900 

	Sales revenue
	$14,875 
	$875 
	U
	$15,750 
	$450 
	U
	$16,200 


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  23-2

EOC Ref:  S23-4

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

36) Onyx Company prepared a static budget at the beginning of the month.  At the end of the month, the company is analyzing actual results versus budget using flexible budget methodology.  Data are as follows:

Static budget:
Sales volume: 1,000 units

Price: $70 per unit


Variable expense:  $32 per unit

Fixed expenses:  $37,500 per month


Operating income:  $500

Actual results:
Sales volume: 990 units

Price: $74 per unit


Variable expense:  $35 per unit

Fixed expenses:  $33,000 per month


Operating income: $5,610

Using the format below, please prepare an income statement performance report:

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/volume
	
	
	
	
	
	
	

	Sales revenue
	
	
	
	
	
	
	

	Variable expenses
	
	
	
	
	
	
	

	Contribution margin
	
	
	
	
	
	
	

	Fixed expenses
	
	
	
	
	
	
	

	Operating income/(loss)
	
	
	
	
	
	
	


Answer:  

	
	Actual
	Flexible Budget
	
	Flexible
	Sales Volume
	
	Static

	
	Results
	Variance
	
	Budget
	Variance
	
	Budget

	Units/v
	990 
	0 
	
	990 
	10 
	U
	1,000 

	Sales revenue 
	$73,260 
	$3,960 
	F
	$69,300 
	$700 
	U
	$70,000 

	Variable expenses
	34,650 
	2,970 
	U
	31,680 
	320 
	F
	32,000 

	Contribution margin
	38,610 
	990 
	F
	37,620 
	380 
	U
	38,000 

	Fixed expenses
	33,000 
	4,500 
	F
	37,500 
	0 
	
	37,500 

	Operating income/(loss)
	$5,610 
	$5,490 
	F
	$120 
	$380 
	U
	$500 


Explanation:  This question is not available in MyAccountingLab.

Diff: 3

LO:  23-2

EOC Ref:  E23-16

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

Learning Objective 23-3 

1) Standard cost is a budget for a single unit of materials, labor or overhead.

Answer:  TRUE

Diff: 2

LO:  23-3

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) A standard cost is a carefully predetermined cost that usually is expressed on a per-unit basis.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  Accounting Vocabulary

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) Standard costs help motivate employees by serving as benchmarks against which their performance is measured.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) A standard cost system helps management set performance standards.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) A quantity variance measures how well a company keeps unit prices of material and labor inputs within standards.

Answer:  FALSE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) Price variances show how changes in usage of raw materials and labor affect a company's profits.

Answer:  FALSE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) In a standard costing system, each item has a price standard and a quantity standard.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) Setting standard costs is a function done within a company's production department and does NOT  require any input from other departments.

Answer:  FALSE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Standard costs are developed by the cooperative effort of procurement, production, human resources, and accounting personnel.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Companies use techniques like time-and-motion studies, and consult industry "best practices" when developing standards.  This is referred to as benchmarking.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Manufacturing companies that use standard costs do NOT need to compute inventory cost based on LIFO, FIFO, or weighted average.

Answer:  TRUE

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Price Variance = (Actual Price x Actual Quantity) - (Standard Price x Standard Quantity).

Answer:  FALSE

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Efficiency Variance = (Standard Price x Actual Quantity) - (Standard Price x Standard Quantity).

Answer:  TRUE

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) The static budget is NEVER used to compute flexible budget variance or price and efficiency variances.

Answer:  TRUE

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Which of the following is NOT a reason that companies use standard costs?

A) To establish performance standards

B) To prepare the budget

C) To achieve higher levels of sales

D) To set the sales prices of their products and services

Answer:  C

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Which of the following will result in an unfavorable direct labor price variance?

A) When actual direct labor hours exceed standard direct labor hours

B) When actual direct labor hours are less than standard direct labor hours

C) When the actual direct labor rate exceeds the standard direct labor rate

D) When the actual direct labor rate is less than the standard direct labor rate

Answer:  C

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

17) Which of the following will result in an unfavorable direct materials efficiency variance?

A) The actual cost per unit of direct materials exceeded the standard cost of direct materials.

B) The actual cost per unit of direct materials was less than the standard cost of direct materials.

C) The actual quantity of direct materials used per unit exceeded the standard quantity of direct materials allowed per unit.

D) The actual quantity of direct materials used per unit was less than the standard quantity of direct materials allowed per unit.

Answer:  C

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

18) Which of the following BEST describes standard costs?

A) Costs used as a budget for a single unit of product

B) Costs incurred to produce the standard model of a product

C) Costs based on the average of current market values

D) Costs used to compare with competitors' prices

Answer:  A

Diff: 1

LO:  23-3

EOC Ref:  Accounting Vocabulary

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

19) Artscapes Company is setting its direct materials and direct labor standards for its leading product.  Materials cost from the supplier are $4.50 per square foot, net of purchase discount.  Freight-in amounts to $0.10 per square foot.  Basic wages of the assembly line personnel are $12.00 per hour.  Payroll taxes are approximately 20% of wages.  Benefits amount to $3.00 per hour.  How much is the direct material price standard (per square foot)?

A) $4.60 per square foot

B) $4.00 per square foot

C) $3.90 per square foot

D) $16.50 per square foot

Answer:  A

Explanation:  A) Calculations: $4.50 + $0.10 = $4.60

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

20) Artscapes Company is setting its direct materials and direct labor standards for its leading product.  Materials cost from the supplier are $4.50 per square foot, net of purchase discount.  Freight-in amounts to $0.10 per square foot.  Basic wages of the assembly line personnel are $12.00 per hour.  Payroll taxes are approximately 20% of wages.  Benefits amount to $3.00 per hour.  How much is the direct labor price standard (per hour)?

A) $17.40 per hour

B) $15.00 per hour

C) $14.40 per hour

D) $16.50 per hour

Answer:  A

Explanation:  A) Calculations:  $12.00 + ($12 × 20%) + $3 = $17.40

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

21) Georgia Custom Cabinet Company is setting standard costs for one of its products.  The main material is cedar wood, sold by the board foot.  The current cost of cedar wood is $2.00 per board foot from the supplier.  Delivery costs are $0.25 per board foot.  Carpenters' wages are $22.00 per hour.  Payroll costs are $3.60 per hour and benefits are $3.00 per hour.  How much is the direct materials price standard (per -board foot)?

A) $2.25 per board foot

B) $2.00 per board foot

C) $1.75 per board foot

D) $22.00 per board foot

Answer:  A

Explanation:  A) Calculations:  $2.00 + $0.25 = $2.25

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

22) Georgia Custom Cabinet Company is setting standard costs for one of its products.  The main material is cedar wood, sold by the board foot.  The current cost of cedar wood is $2.00 per board foot from the supplier.  Delivery costs are $0.25 per board foot.  Carpenters' wages are $22.00 per hour.  Payroll costs are $3.60 per hour and benefits are $3.00 per hour. How much is the direct labor price standard (per hour)?

A) $6.60 per hour

B) $25.60 per hour

C) $22.00 per hour

D) $28.60 per hour

Answer:  D

Explanation:  D) Calculations:  $22.00 + $3.60 + $3.00 = $28.60

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

23) Which of the following is one of the reasons why companies use standard costs?

A) To increase sales

B) To set performance targets

C) To bolster good internal controls and prevent shrinkage

D) To insure the accuracy of the financial records

Answer:  B

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

24) Which of the following is one of the reasons why companies use standard costs?

A) To increase sales

B) To insure the accuracy of the financial records

C) To bolster good internal controls and prevent shrinkage

D) To make budgeting easier and more efficient

Answer:  D

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

25) Which one of the following is NOT a reason for using standard costs?

A) To set performance targets

B) To decrease accounting costs

C) To increase sales volumes

D) To make budgeting easier

Answer:  C

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

26) Which one of the following is NOT a reason for using standard costs?

A) To set performance targets

B) To strengthen internal controls over inventory

C) To decrease accounting costs

D) To make budgeting easier

Answer:  B

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

27) Which of the following is an example of a materials price standard?

A) $40 per direct labor hour

B) 4.5 square feet per unit

C) $0.95 per square foot

D) 0.5 direct labor hours per unit

Answer:  C

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

28) Which of the following is an example of a materials efficiency standard?

A) $40 per direct labor hour

B) 4.5 square feet per unit

C) $0.95 per square foot

D) 0.5 direct labor hours per unit

Answer:  B

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

29) Which of the following is an example of a labor price standard?

A) $40 per direct labor hour

B) 4.5 square feet per unit

C) $0.95 per square foot

D) 0.5 direct labor hours per unit

Answer:  A

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

30) Which of the following is an example of a labor efficiency standard?

A) $40 per direct labor hour

B) 4.5 square feet per unit

C) $0.95 per square foot

D) 0.5 direct labor hours per unit

Answer:  D

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

31) Which of the following statements is TRUE about price variances and quantity (or efficiency) variances?

A) They pertain to the difference between the static budget and actual results.

B) They pertain to the difference between the flexible budget and actual results.

C) They pertain to the difference between the flexible budget and the static budget.

D) They pertain to the difference between the static budget and the previous year's actuals.

Answer:  B

Diff: 1

LO:  23-3

EOC Ref:  E23-18

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

32) What do price variances measure?

A) The difference between the price the company pays and the price its competitors pay

B) The change in prices over time

C) The difference between actual and standard price

D) The volume discounts companies receive when ordering materials in large quantities

Answer:  C

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

33) What do quantity (or efficiency) variances measure?

A) The difference between the quantity the company uses and the quantity its competitors use

B) The change in quantities used over time

C) The difference between actual and standard quantity used

D) How quickly materials are processed intro finished goods

Answer:  C

Diff: 2

LO:  23-3

EOC Ref:  E23-18

AACSB:  Content/Knowledge

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

Learning Objective 23-4 

1) For standard costing methodology, good business practices would emphasize using unfavorable variances as a way of assigning blame to the responsible managers, and favorable variances as a way of rewarding managers.

Answer:  FALSE

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) When a company is using standard costs, a favorable variance is a definite indication that a manager is doing a good job.

Answer:  FALSE

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) When a company is using standard costs, an unfavorable variance is NOT necessarily an indication that a manager is doing a poor job.

Answer:  TRUE

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) When a company is using standard costs, favorable variances are good news, and so the reasons for them do not need to be explained or investigated.

Answer:  FALSE

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) When a company is using standard costs, only unfavorable variances need to be explained or investigated.

Answer:  FALSE

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  Actual direct materials costs were $29,750.  Actual direct labor costs were $184,800.

For purposes of preparing the flexible budget, what is the total standard direct materials cost at a production volume of 5,000 units?

A) $30,000

B) $29,750

C) $32,345

D) $29,975

Answer:  A

Explanation:  A) Calculations:

	Direct materials:
	Standard

	    Pounds per unit
	1.5 

	    Price per pound
	$4.00 

	    Materials per unit
	$6.00 

	    Number of units
	5,000 

	        Direct materials cost
	$30,000 


Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  Actual direct materials costs were $29,750.  Actual direct labor costs were $184,800.

For purposes of preparing the flexible budget, what is the total standard direct labor cost at a production volume of 5,000 units?

A) $180,000

B) $184,800

C) $182,345

D) $179,975

Answer:  A

Explanation:  A) Calculations:

	Direct labor:
	Standard

	   Hours per unit
	2.0 

	   Cost per hour
	$18.00 

	   Labor cost per unit
	$36.00 

	   Number of units
	5,000 

	        Direct labor cost
	$180,000 


Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  Actual direct materials costs were $29,750.  Actual direct labor costs were $184,800.

For purposes of calculating the flexible budget variances, what is the direct labor cost variance?

A) $3,200 F

B) $3,200 U

C) $4,800 F

D) $4,800 U

Answer:  D

Explanation:  D) Calculations:

	Direct labor:
	Standard
	Actual
	Variance
	

	   Hours per unit
	2.0 
	 
	
	

	   Cost per hour
	$18.00 
	 
	
	

	   Labor cost per unit
	$36.00 
	 
	
	

	   Number of units
	5,000 
	 
	
	

	       Direct labor cost
	$180,000 
	$184,800 
	$4,800 
	U


Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  Actual direct materials costs were $29,750.  Actual direct labor costs were $184,800.

For purposes of calculating the flexible budget variances, what is the direct materials cost variance?

A) $250 F

B) $250 U

C) $480 F

D) $480 U

Answer:  A

Explanation:  A) Calculations:

	Direct materials:
	Standard
	Actual
	Variance
	

	   Pounds per unit
	1.5 
	 
	
	

	   Price per pound
	$4.00 
	 
	
	

	   Materials cost per unit
	$6.00 
	 
	
	

	   Number of units
	5,000 
	5,000 
	
	

	       Direct materials cost
	$30,000 
	$29,750 
	$250 
	F


Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the materials records showed that the company used 7,000 pounds of materials and actual total material costs were $29,750.

How much is the direct materials price variance?

A) $1,640 U

B) $2,000 F

C) $1,750 U

D) $2,020 F

Answer:  C

Explanation:  C) Calculations:


$4 × 7,000 = $28,000


$29,750 - $28,000 = $1,750

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the materials records showed that the company used 7,000 pounds of materials and actual total material costs were $29,750.

How much is the direct materials efficiency variance?

A) $1,640 U

B) $2,000 F

C) $1,750 U

D) $2,020 F

Answer:  B

Explanation:  B) Calculations:


1.5 × 5,000 = 7,500


7,500 × $4.00 = $30,000


7,000 × $4.00 = $28,000


$30,000 - $28,000 = $2,000

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the labor cost records showed that the company used 11,000 direct labor hours and actual total direct labor costs were $184,800.

How much is the direct labor price variance?

A) $18,000 U

B) $18,000 F

C) $13,200 U

D) $13,200 F

Answer:  D

Explanation:  D) Calculations:


$18 × 11,000 = $198,000


$198,000 - $184,800 = $13,200

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the labor cost records showed that the company used 11,000 direct labor hours and actual total direct labor costs were $184,800.

How much is the direct labor efficiency variance?

A) $18,000 U

B) $18,000 F

C) $13,200 U

D) $13,200 F

Answer:  A

Explanation:  A) Calculations:


5,000 × 2.0 = 10,000


10,000 × $18.00 = $180,000


$18 × 11,000 = $198,000


$198,000 - $180,000 = $18,000

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the materials records showed that the company used 7,000 pounds of materials and actual total material costs were $29,750. The direct materials price variance was $1,750 U.  Which of the following would be a logical explanation for this variance?

A) The company used more labor hours than allowed by standards.

B) The company paid a higher rate for labor than allowed by standards.

C) The company used greater quantity of materials than allowed by standards.

D) The company paid a higher price for the materials than allowed by standards.

Answer:  D

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the labor cost records showed that the company used 11,000 hours of direct labor and actual direct labor costs were $184,800. The direct labor price variance was $13,200 F.  Which of the following would be a logical explanation for this variance?

A) The company used fewer labor hours than allowed by standards.

B) The company paid a lower rate for labor than allowed by standards.

C) The company used a lower quantity of materials than allowed by standards.

D) The company paid a lower price for the materials than allowed by standards.

Answer:  B

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the labor cost records showed that the company used 11,000 hours of direct labor and actual direct labor costs were $184,800. The direct labor efficiency variance was $18,000 U.  Which of the following would be a logical explanation for this variance?

A) The company used more labor hours than allowed by standards.

B) The company paid a higher rate for labor than allowed by standards.

C) The company used a higher quantity of materials than allowed by standards.

D) The company paid a higher price for the materials than allowed by standards.

Answer:  A

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) Boxes Company has collected the following data for one of its products:

	Direct materials standard (3 pounds @ $1/lb.)
	$3 per finished good

	Direct materials flexible budget variance-unfavorable
	$14,000

	Actual direct materials used
	100,000 pounds

	Actual finished goods produced
	25,000 units


How much is the direct materials efficiency variance?

A) $11,000 unfavorable

B) $11,000 favorable

C) $25,000 unfavorable

D) $25,000 favorable

Answer:  C

Explanation:  C) Calculations: = $1 (100,000 - (3 × 25,000))

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

18) Quick Tax Returns budgets 1.5 direct labor hours for every tax return that it prepares, at a standard cost of $20 an hour.  During the most recent year, 500 returns were completed with the labor cost totaling $17,600.  The actual labor cost was $22 per hour during that period.  What was the direct labor price variance?

A) $1,500 unfavorable

B) $1,500 favorable

C) $1,600 favorable

D) $1,600 unfavorable

Answer:  D

Explanation:  D) Calculations:


$17,600/$22 = 800


800 × ($22 - $20) = $1,600

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

19) Cardinal Corporation produces birdhouses.  It takes 1 hour of direct labor to produce a birdhouse. Cardinal's standard labor cost is $15 per hour.  During June, Cardinal produced 10,000 birdhouses and used 10,250 hours of direct labor at a total cost of $143,500.  What is Cardinal's direct labor price variance for June?

A) $10,000 U

B) $10,250 U

C) $10,250 F

D) $10,000 F

Answer:  C

Explanation:  C) Calculations:


$143,500/10,250 = $14


10,250 × ($15 - $14) = $10,250

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

20) What does a favorable direct materials price variance indicate?

A) The actual quantity of materials used was less than the standard quantity.

B) The actual cost of materials purchased was less than the standard cost of materials purchased.

C) The actual cost of materials purchased was greater than the standard cost of materials purchased.

D) The actual quantity of materials used was greater than the standard quantity.

Answer:  B

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Reflective Thinking

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

21) The following information describes a company's usage of direct labor in a recent period:

	Actual direct labor hours used
	44,000

	Actual rate per hour
	$20

	Standard rate per hour
	$18

	Standard hours for units produced
	42,000


How much is the direct labor efficiency variance?

A) $40,000 unfavorable

B) $40,000 favorable

C) $36,000 favorable

D) $36,000 unfavorable

Answer:  D

Explanation:  D) Calculations:  (44,000 - 42,000) × $18 = $36,000

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

22) The following information describes a company's usage of direct labor in a recent period:

	Actual direct labor hours used
	44,000

	Actual rate per hour
	$20

	Standard rate per hour
	$18

	Standard hours for units produced
	42,000


How much is the direct labor price variance?

A) $84,000 favorable

B) $88,000 favorable

C) $88,000 unfavorable

D) $84,000 unfavorable

Answer:  C

Explanation:  C) Calculations: 44,000 × ($20 - $18) = $88,000

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

23) The actual cost of direct materials is $10.50 per pound. The standard cost per pound is $11.75.  During the current period, 10,000 pounds were used in production.  The standard quantity for actual units produced is 9,900 pounds.  How much is the direct materials efficiency variance?

A) $1,175 unfavorable

B) $1,175 favorable

C) $1,050 favorable

D) $16,800 unfavorable

Answer:  A

Explanation:  A) Calculations: (10,000 - 9,900) × $11.75 = $1,175

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

24) The actual cost of direct labor per hour is $12.50 and the standard cost of direct labor per hour is $12.00. Two budgeted direct labor hours are allowed per finished good.  During the current period, 250 finished goods were produced using 475 direct labor hours.  How much is the direct labor price variance?

A) $250.00 favorable

B) $250.00 unfavorable

C) $237.50 favorable

D) $237.50 unfavorable

Answer:  D

Explanation:  D) Calculations: 475 × ($12.50 - $12.00)] = $237.50

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement, Reporting

25) Raymie Food Products is famous for their specialty fruit cake.  The main ingredient of the cake is dried fruit, which Raymie purchases by the pound.  In addition, the production requires a certain amount of direct labor. Raymie uses a standard cost system, and at the end of the first quarter, there was a favorable materials price variance.  Which of the following would be a logical explanation for that variance?

A) The production manager negotiated a lower wage package for production staff, bringing direct labor costs down.

B) The factory lost two experienced workers at the beginning of the quarter, and their replacements worked at a much slower rate during their training period.

C) The procurement manager was able to secure a volume discount on dried fruit, purchasing the fruit for less than the amount set by standard.

D) The production staff changed the work flow process so that there was less wastage of direct materials during production.

Answer:  C

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

26) Raymie Food Products is famous for their specialty fruit cake.  The main ingredient of the cake is dried fruit, which Raymie purchases by the pound.  In addition, the production requires a certain amount of direct labor. Raymie uses a standard cost system, and at the end of the first quarter, there was an unfavorable materials efficiency variance.  Which of the following would be a logical explanation for that variance?

A) The production manager negotiated a lower wage package for production staff, bringing direct labor costs down.

B) The factory lost two experienced workers at the beginning of the quarter, and their replacements wasted a large amount of materials during their training period.

C) The procurement manager was able to secure a volume discount on dried fruit, purchasing the fruit for less than the amount set by standard.

D) The production staff changed the work flow process so that production required fewer direct labor hours.

Answer:  B

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

27) Raymie Food Products is famous for their specialty fruit cake.  The main ingredient of the cake is dried fruit, which Raymie purchases by the pound.  In addition, the production requires a certain amount of direct labor. Raymie uses a standard cost system, and at the end of the first quarter, there was an unfavorable labor price variance.  Which of the following would be a logical explanation for that variance?

A) The cost of workers' medical insurance plans jumped up dramatically during the quarter.

B) The factory lost two experienced workers at the beginning of the quarter, and their replacements wasted a large amount of materials during their training period.

C) The procurement manager was able to secure a volume discount on dried fruit, purchasing the fruit for less than the amount set by standard.

D) The production staff changed the work flow process so that production required fewer direct labor hours.

Answer:  A

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

28) Raymie Food Products is famous for their specialty fruit cake.  The main ingredient of the cake is dried fruit, which Raymie purchases by the pound.  In addition, the production requires a certain amount of direct labor. Raymie uses a standard cost system, and at the end of the first quarter, there was a favorable labor efficiency variance.  Which of the following would be a logical explanation for that variance?

A) The cost of workers' medical insurance plans jumped up dramatically during the quarter.

B) The factory lost two experienced workers at the beginning of the quarter, and their replacements wasted a large amount of materials during their training period.

C) The procurement manager was able to secure a volume discount on dried fruit, purchasing the fruit for less than the amount set by standard.

D) The production staff changed the work flow process so that production required fewer direct labor hours.

Answer:  D

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

29) The procurement manager was able to bring down the cost of direct materials by purchasing materials of a slightly lower grade quality than the company had used previously.  The lower grade of materials, however, meant a higher defect rate on the assembly line, and higher wastage of materials during production, whichin turnlowered operating income.  This situation could have produced which of the following variances?

A) Favorable materials price variance

B) Favorable labor price variance

C) Unfavorable labor efficiency variance

D) Favorable materials efficiency variance

Answer:  A

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

30) The procurement manager was able to bring down the cost of direct materials by purchasing materials of a slightly lower grade quality than the company had used previously.  The lower grade of materials, however, meant a higher defect rate on the assembly line, and higher wastage of materials during production, whichin turnlowered operating income.  This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Favorable labor price variance

C) Unfavorable labor efficiency variance

D) Unfavorable materials efficiency variance

Answer:  D

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

31) The production manager of a company, in an effort to gain a promotion, negotiated a new labor contract with her factory employees that required them to bear a greater percentage of benefit costs than before, thus bringing down the cost of direct labor to the company.  Shortly afterward, several experienced and highly skilled workers resigned, and were replaced by new employees whose work was very slow during their training period.  At the end of the quarter, the company's profits fell 10%.  This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Favorable labor price variance

C) Favorable labor efficiency variance

D) Unfavorable materials efficiency variance

Answer:  B

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

32) The production manager of a company, in an effort to gain a promotion, negotiated a new labor contract with her factory employees that required them to bear a greater percentage of benefit costs than before, thus bringing down the cost of direct labor to the company.  Shortly afterward, several experienced and highly skilled workers resigned, and were replaced by new employees whose work was very slow during their training period.  At the end of the quarter, the company's profits fell 10%.  This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Unfavorable labor price variance

C) Unfavorable labor efficiency variance

D) Favorable materials efficiency variance

Answer:  C

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

33) The production manager of a company was experiencing high defect rate on the assembly line, which was slowing production and causing wastage of valuable materials.  He decided to purchase a higher grade of material which would be more reliable, but he was worried that the cost of the new material might negatively impact operating income. This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Favorable labor price variance

C) Favorable labor efficiency variance

D) Unfavorable materials efficiency variance

Answer:  A

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

34) The production manager of a company was experiencing high defect rate on the assembly line, which was slowing production and causing wastage of valuable materials.  He decided to purchase a higher grade of material which would be more reliable, but he was worried that the cost of the new material might negatively impact operating income. This situation could have produced which of the following variances?

A) Favorable materials price variance

B) Unfavorable labor price variance

C) Unfavorable labor efficiency variance

D) Favorable materials efficiency variance

Answer:  D

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

35) The production manager of a company was experiencing high defect rate on the assembly line, which was slowing production and causing wastage of valuable materials.  He decided recruit some highly skilled production workers from another company to bring down the defect rate, but he was worried that the higher wages of these workers might negatively impact operating income. This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Unfavorable labor price variance

C) Unfavorable labor efficiency variance

D) Unfavorable materials efficiency variance

Answer:  B

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

36) The production manager of a company was experiencing high defect rate on the assembly line, which was slowing production and causing wastage of valuable materials.  He decided recruit some highly skilled production workers from another company to bring down the defect rate, but he was worried that the higher wages of these workers might negatively impact operating income. This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Favorable labor price variance

C) Favorable labor efficiency variance

D) Unfavorable materials efficiency variance

Answer:  C

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

37) A company was experiencing slow production rates, and lower production volumes than demanded by management, so a new factory manager was hired.  Upon investigation, she found that the workers were poorly motivated and not closely supervised.  Midway through the quarter, she started an incentive program and paid out cash bonuses when workers hit their production targets.  Within a short time, production output increased, but the bonuses had to be charged to the direct labor budget, and she was worried about the impact of these costs on operating income.  This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Unfavorable materials efficiency variance

C) Unfavorable labor efficiency variance

D) Unfavorable labor price variance

Answer:  D

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

38) A company was experiencing slow production rates, and lower production volumes than demanded by management, so a new factory manager was hired.  Upon investigation, she found that the workers were poorly motivated and not closely supervised.  Midway through the quarter, she started an incentive program and paid out cash bonuses when workers hit their production targets.  Within a short time, production output increased, but the bonuses had to be charged to the direct labor budget, and she was worried about the impact of these costs on operating income.  This situation could have produced which of the following variances?

A) Unfavorable materials price variance

B) Unfavorable materials efficiency variance

C) Favorable labor efficiency variance

D) Favorable labor price variance

Answer:  C

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

39) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the materials records showed that the company used 7,000 pounds of materials and actual total material costs were $29,750. The direct materials efficiency variance was $2,000 F.  Which of the following would be a logical explanation for this variance?

A) The company used fewer labor hours than allowed by standards.

B) The company paid a lower rate for labor than allowed by standards.

C) The company used a lower quantity of materials than allowed by standards.

D) The company paid a lower price for the materials than allowed by standards.

Answer:  C

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

40) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  Actual direct materials costs were $29,750.  Actual direct labor costs were $184,800.  Faas is now preparing an analysis of actual versus flexible budget.  Using the reporting format below, please complete the data for direct materials and direct labor costs, and fill in all remaining data cells.

	Actual v. Flexible Budget
	Actual
	Flexible Budget
	Flexible Budget Variance
	F/U

	Variable costs
	
	
	
	

	  Direct materials
	
	
	
	

	  Direct labor
	
	
	
	

	  Variable overhead
	$12,400 
	$12,000 
	$400 
	U

	  Marketing, admin
	3,100 
	3,300 
	200 
	F

	     Total variable
	
	
	
	

	Fixed costs
	
	
	
	

	  Fixed overhead
	$7,000 
	$7,440 
	$440 
	F

	  Marketing, admin
	2,420 
	2,300 
	120 
	U

	      Total fixed
	
	
	
	

	Total costs
	
	
	
	


Answer:  

	Actual v. Flexible Budget
	Actual
	Flexible Budget
	Flexible Budget Variance
	F/U

	Variable costs
	
	
	
	

	  Direct materials
	$29,750 
	$30,000 
	$250 
	F

	  Direct labor
	184,800 
	180,000 
	4,800 
	U

	  Variable overhead
	12,400 
	12,000 
	400 
	U

	  Marketing, admin
	3,100 
	3,300 
	200 
	F

	     Total variable
	$230,050 
	$225,300 
	$4,750 
	U

	Fixed costs
	
	
	
	

	  Fixed overhead
	$7,000 
	$7,440 
	$440 
	F

	  Marketing, admin
	2,420 
	2,300 
	120 
	U

	      Total fixed
	$9,420 
	$9,740 
	$320 
	F

	Total costs
	$239,470 
	$235,040 
	$4,430 
	U


Explanation:  This question is not available in MyAccountingLab.

Diff: 2

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

41) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the materials records showed that the company used 7,000 pounds of materials and actual total material costs were $29,750.

Using the format below, please prepare an analysis of the direct materials variances.
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Answer:  
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Explanation:  This question is not available in MyAccountingLab.

Diff: 3

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

42) Faas Marine Stores Company manufactures decorative fittings for luxury yachts which require highly skilled labor, and special metallic materials.  Faas uses standard costs to prepare its flexible budget.  For the first quarter of 2011, direct material and direct labor standards for one of their popular products were as follows:


Materials:   
1.5 pounds per unit; $4.00 per pound


Labor:
2.0 hours per unit; $18.00 per hour

During the first quarter, Faas produced 5,000 units of this product.  At the end of the quarter, an examination of the labor cost records showed that the company used 11,000 hours of direct labor time and actual direct labor costs were $184,800.

Using the format below, please prepare an analysis of the direct labor cost variances.

[image: image3.jpg]Standard
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Answer:  

[image: image4.jpg]Standard
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Explanation:  This question is not available in MyAccountingLab.
Diff: 3

LO:  23-4

EOC Ref:  E23-19

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

Learning Objective 23-5 

1) When completing a standard costing income statement, favorable variances for direct materials or direct labor will go to reduce the "cost of goods sold at standard cost."

Answer:  TRUE

Diff: 3

LO:  23-5

EOC Ref:  S23-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) When completing a standard costing income statement, unfavorable variances for direct materials or direct labor will go to reduce the "cost of goods sold at standard cost."

Answer:  FALSE

Diff: 3

LO:  23-5

EOC Ref:  S23-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) When a manufacturing company uses standard costing accounting, the Manufacturing wages account records actual wages and NOT standard wages.

Answer:  FALSE

Diff: 3

LO:  23-5

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) When a manufacturing company uses standard costing accounting, the Manufacturing overhead account records the actual amounts of both variable and fixed overhead as debits to the account.

Answer:  TRUE

Diff: 3

LO:  23-5

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) When management is investigating overhead variances, they need to further determine whether cost increases were controllable or uncontrollable.

Answer:  TRUE

Diff: 1

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) When a manufacturing company uses standard costing methodology in their journal entries and accounts, the Work in process account records all transactions at standard cost amounts.

Answer:  TRUE

Diff: 2

LO:  23-5

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) When a manufacturing company uses standard costing methodology in their journal entries and accounts,  a favorable variance has the effect of being a contra expense.

Answer:  TRUE

Diff: 2

LO:  23-5

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) When a manufacturing company uses standard costing methodology in their journal entries and accounts,  an unfavorable variance has the effect of being a contra expense.

Answer:  FALSE

Diff: 2

LO:  23-5

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Allbrand Company uses standard costs for their manufacturing division. Standards specify 0.1 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
5,000 units

Estimated variable overhead costs:
$12,500

Estimated direct labor hours:
500 hours

At the end of the year, actual data were as follows:

Production volume:
4,000 units

Actual variable overhead costs:
$11,760

Actual direct labor hours:
480 hours

How much is the standard price per hour for variable overhead?

A) $25.00 per direct labor hour

B) $20.50 per direct labor hour

C) $28.00 per direct labor hour

D) $26.88 per direct labor hour

Answer:  A

Explanation:  A) Calculations: $12,500/500 = $25

Diff: 2

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Allbrand Company uses standard costs for their manufacturing division. Standards specify 0.1 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
5,000 units

Estimated variable overhead costs:
$12,500

Estimated direct labor hours:
500 hours

At the end of the year, actual data were as follows:

Production volume:
4,000 units

Actual variable overhead costs:
$11,760

Actual direct labor hours:
480 hours

How much is the spending (price) variance for variable overhead?

A) $2,000 Favorable

B) $2,000 Unfavorable

C) $240 Favorable

D) $240 Unfavorable

Answer:  C

Explanation:  C)  Calculations: 
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Diff: 3

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Allbrand Company uses standard costs for their manufacturing division. Standards specify 0.1 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
5,000 units

Estimated variable overhead costs:
$12,500

Estimated direct labor hours:
500 hours

At the end of the year, actual data were as follows:

Production volume:
4,000 units

Actual variable overhead costs:
$11,760

Actual direct labor hours:
480 hours

How much is the efficiency variance for variable overhead?

A) $2,000 Favorable

B) $2,000 Unfavorable

C) $240 Favorable

D) $240 Unfavorable

Answer:  B

Explanation:  B) Calculations: 

[image: image6.jpg]‘Actual Price Standard Price Standard Price
x x x
Actual Qty Actual Hours Standard Hours
25.00 2500
. x480 x400
$11.760 $12,000 $10,000
Price Efficiency
Variance Variance
$240 $2.000
F u





Diff: 3

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Allbrand Company uses standard costs for their manufacturing division. Standards specify 0.1 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
5,000 units

Estimated variable overhead costs:
$12,500

Estimated direct labor hours:
500 hours

At the end of the year, actual data were as follows:

Production volume:
4,000 units

Actual variable overhead costs:
$11,760

Actual direct labor hours:
480 hours

At the end of the year, the efficiency variance for variable overhead costs was unfavorable.

Answer:  TRUE

Explanation:  Calculations:   
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Diff: 3

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) When analyzing overhead costs, which of the following is a key point to investigate?

A) Whether workers can produce goods more quickly and efficiently

B) Whether direct materials prices are higher than standards

C) Whether certain overhead costs are controllable or not

D) Whether labor costs can be reduced

Answer:  C

Diff: 1

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

14) Zennick Fashion Products uses standard costs for their manufacturing division. Standards specify 3.0 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
1,000 units

Estimated variable overhead costs:
$120,000

Estimated direct labor hours:
3,000 hours

At the end of the year, actual data were as follows:

Production volume:
1,500 units

Actual variable overhead costs:
$174,300

Actual direct labor hours:
4,200 hours

How much is the standard price per hour for variable overhead?

A) $35.00 per direct labor hour

B) $39.50 per direct labor hour

C) $38.00 per direct labor hour

D) $40.00 per direct labor hour

Answer:  D

Explanation:  D) Calculations: $120,000/3,000 = $40

Diff: 2

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

15) Zennick Fashion Products uses standard costs for their manufacturing division. Standards specify 3.0 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
1,000 units

Estimated variable overhead costs:
$120,000

Estimated direct labor hours:
3,000 hours

At the end of the year, actual data were as follows:

Production volume:
1,500 units

Actual variable overhead costs:
$174,300

Actual direct labor hours:
4,200 hours

How much is the spending (price) variance for variable overhead?

A) $6,300 Favorable

B) $6,300 Unfavorable

C) $12,000 Favorable

D) $12,000 Unfavorable

Answer:  B

Explanation:  B) Calculations:
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Diff: 3

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

16) Zennick Fashion Products uses standard costs for their manufacturing division. Standards specify 3.0 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
1,000 units

Estimated variable overhead costs:
$120,000

Estimated direct labor hours:
3,000 hours

At the end of the year, actual data were as follows:

Production volume:
1,500 units

Actual variable overhead costs:
$174,300

Actual direct labor hours:
4,200 hours

How much is the efficiency variance for variable overhead?

A) $6,300 Favorable

B) $6,300 Unfavorable

C) $12,000 Favorable

D) $12,000 Unfavorable

Answer:  C

Explanation:  C) Calculations: 
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Diff: 3

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

17) Zennick Fashion Products uses standard costs for their manufacturing division. Standards specify 3.0 direct labor hours per unit of product.  At the beginning of the year, the static budget for variable overhead costs included the following data:

Production volume:  
1,000 units

Estimated variable overhead costs:
$120,000

Estimated direct labor hours:
3,000 hours

At the end of the year, actual data were as follows:

Production volume:
1,500 units

Actual variable overhead costs:
$174,300

Actual direct labor hours:
4,200 hours

At the end of the year, the spending (price) variance for variable overhead is favorable.

Answer:  FALSE

Explanation:  Calculations: 
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Diff: 3

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

18) Discount Brand Products uses standard costing to manage their direct costs and their overhead costs. Overhead costs are allocated based on direct labor hours.  In the first quarter, Discount Brand had a favorable price variance for their variable overhead costs.  Which of the following scenarios would be a reasonable explanation for that variance?

A) The actual number of direct labor hours was lower than budgeted.

B) The actual costs were higher than budgeted.

C) The actual costs were lower than budgeted.

D) The actual number of direct labor hours was higher than budgeted.

Answer:  C

Diff: 2

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

19) Discount Brand Products uses standard costing to manage their direct costs and their overhead costs. Overhead costs are allocated based on direct labor hours.  In the first quarter, Discount Brand had a favorable efficiency variance for their variable overhead costs.  Which of the following scenarios would be a reasonable explanation for that variance?

A) The actual number of direct labor hours was lower than budgeted.

B) The actual costs were higher than budgeted.

C) The actual costs were lower than budgeted.

D) The actual number of direct labor hours was higher than budgeted.

Answer:  A

Diff: 2

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

20) Quality Brand Products uses standard costing to manage their direct costs and their overhead costs. Overhead costs are allocated based on direct labor hours.  In the first quarter, Quality Brand had an unfavorable price variance for their variable overhead costs.  Which of the following scenarios would be a reasonable explanation for that variance?

A) The actual number of direct labor hours was lower than budgeted.

B) The actual costs were higher than budgeted.

C) The actual costs were lower than budgeted.

D) The actual number of direct labor hours was higher than budgeted.

Answer:  B

Diff: 2

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

21) Quality Brand Products uses standard costing to manage their direct costs and their overhead costs. Overhead costs are allocated based on direct labor hours.  In the first quarter, Quality Brand had an unfavorable efficiency variance for their variable overhead costs.  Which of the following scenarios would be a reasonable explanation for that variance?

A) The actual number of direct labor hours was lower than budgeted.

B) The actual costs were higher than budgeted.

C) The actual costs were lower than budgeted.

D) The actual number of direct labor hours was higher than budgeted.

Answer:  D

Diff: 2

LO:  23-5

EOC Ref:  E23-20

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

Learning Objective 23-6 

1) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  Standards for direct materials are as follows:


Pounds per unit
2.0
Price per pound

$5.00

Atlantic plans to produce 3,000 units of product, and has just purchased 10,000 pounds of raw materials for a net cost of $48,000.  The journal entry to record this transaction would be to:

A) debit Materials inventory $50,000, credit Accounts payable $48,000, credit Materials Price Variance $2,000.

B) debit Materials inventory $48,000, credit Accounts payable $48,000.

C) debit Materials inventory $50,000, credit Accounts payable $50,000, credit Materials Price Variance $2,000.

D) debit Materials price variance $2,000, debit Materials inventory $48,000, credit Accounts payable $50,000.

Answer:  A

Diff: 2

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

2) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  Standards for direct materials are as follows:


Pounds per unit
2.0
Price per pound

$5.00

Actual purchases of materials for the current month are as follows:  10,000 pounds for $48,000

Planned production for the month:   3,000 units

Atlantic has just issued 10,000 pounds of raw materials to production.  The journal entry to record this transaction would be to:

A) debit WIP $28,800, credit Materials inventory $30,000, debit Materials efficiency variance $1,200.

B) debit WIP $28,800, credit Materials inventory $50,000, debit Materials efficiency variance $28,750.

C) debit WIP $30,000, credit Materials inventory $50,000, debit Materials efficiency Variance $20,000.

D) debit WIP $50,000, credit Materials inventory $48,000, credit Materials efficiency variance $50,000.

Answer:  C

Explanation:  C) Calculations:  (2 × $5) × 3,000 = $30,000

Diff: 3

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

3) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  Standards for direct labor are as follows:


Hours per unit
0.5
Price per hour
$18.00

Actual direct labor for the month:  1,200 hours for a total cost of $24,000

Planned production for the month:  3,000 units

The journal entry to record the payment of direct labor wages would be to:

A) debit Manufacturing wages $21,600, credit Wages payable $24,000, debit Labor efficiency variance $2,400.

B) debit Manufacturing wages $24,000, credit Wages payable $21,600, credit Labor price variance $2,400.

C) debit Manufacturing wages $27,000, credit Wages payable $24,000, credit Labor price variance $3,000.

D) debit Manufacturing wages $21,600, credit Wages payable $24,000, debit Labor price variance $2,400.

Answer:  D

Explanation:  D) Calculations:


1,200 × $18 = $21,600


$24,000 - $21,600 = $2,400

Diff: 3

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

4) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  Standards for direct labor are as follows:


Hours per unit
0.5
Price per hour
$18.00

Actual direct labor for the month:  1,200 hours for a total cost of $24,000

Planned production for the month:  3,000 units

The journal entry to record the usage of direct labor would be to:

A) debit WIP $27,000, credit Manufacturing wages $24,000, credit Labor efficiency variance $2,400.

B) debit WIP $21,600, credit Manufacturing wages $24,000, debit Labor price variance $2,400.

C) debit WIP $21,600, credit Manufacturing wages $27,000, debit Labor efficiency variance $5,400.

D) debit WIP $27,000, credit Manufacturing wages $21,600, credit Labor efficiency variance $5,400.

Answer:  D

Explanation:  D) Calculations:


3,000 × 0.5 = 1,500


1,500 × $18 = $27,000


1,200 × $18 = $21,600


$27,000 - $21,600 = $5,400

Diff: 3

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

5) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  Standards for manufacturing overhead are as follows:


Variable overhead: 
 $30 per direct labor hour


Fixed overhead:
$10 per direct labor hour


Actual overhead incurred (variable and fixed):  $45,600

Other data provided:


Standards for direct labor are as follows:



Hours per unit

0.5

Price per hour

$18.00


Actual direct labor for the month:  1,200 hours for a total cost of $24,000


Planned production for the month:  3,000 units

The journal entry to allocate overhead (both variable and fixed) to production would be to:

A) debit WIP $60,000, credit Manufacturing overhead $60,000.

B) debit WIP $45,600, credit Manufacturing overhead $45,600.

C) debit WIP $60,000, credit Manufacturing overhead $45,600, credit Variable overhead efficiency variance $14,400.

D) debit WIP $45,600, credit Manufacturing overhead $60,000, debit Variable overhead efficiency variance $14,400.

Answer:  A

Explanation:  A) Calculations:


3,000 × 0.5 = 1,500


1,500 × ($30 + $10) = $60,000

Diff: 3

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

6) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  Atlantic produced 3,000 units of product during the month.  Data on standard costs and

actuals are as follows:

	Direct materials:
	Standard
	Actual

	   Pounds per unit
	2.0 
	3.3 

	   Price per pound
	$5.00 
	$4.80 

	   Materials cost per unit
	$10.00 
	$16.00 

	   Number of units
	3,000 
	3,000 

	       Direct materials cost
	$30,000 
	$48,000 

	
	
	

	Direct labor:
	Standard
	Actual

	   Hours per unit
	0.5 
	0.4 

	   Cost per hour
	$18.00 
	$20.00 

	   Labor cost per unit
	$9.00 
	$8.00 

	   Number of units
	3,000 
	3,000 

	       Direct labor cost
	$27,000 
	$24,000 

	
	
	

	Variable overhead*
	Standard
	Actual

	   Hours per unit
	0.5 
	0.4 

	   Cost per hour
	$30.00 
	$29.00 

	   Variable overhead cost per unit
	$15.00 
	$11.60 

	   Number of units
	3,000 
	3,000 

	       Variable overhead cost
	$45,000 
	$34,800 

	 * allocated on direct labor hours
	
	

	
	
	

	Fixed overhead*
	Standard
	Actual

	   Hours per unit
	0.5 
	0.4 

	   Cost per hour
	$10.00 
	$9.00 

	   Fixed overhead cost per unit
	$5.00 
	$3.60 

	   Number of units
	3,000 
	3,000 

	       Fixed overhead cost
	$15,000 
	$10,800 

	 * allocated on direct labor hours
	
	


The journal entry to transfer the cost to Finished goods from Work in process is to:

A) debit WIP $117,600, credit Finished goods $117,600.

B) debit Finished goods $117,000, credit WIP $117,000.

C) debit WIP $117,600, credit Finished goods $117,000, credit WIP variance $600.

D) debit WIP $117,000, credit Finished goods $117,600, debit WIP variance $600.

Answer:  B

Explanation:  B) Calculations: $30,000 +$27,000 + $45,000 + $15,000 = $117,000

Diff: 3

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

7) For companies using standard costing accounting procedures, when recording the use of direct materials in the production process, Work in process inventory is debited for which of the following?

A) Standard quantity for actual production times standard cost per pound

B) Standard quantity for actual production times actual cost per pound

C) Actual quantity times standard cost per pound

D) Actual quantity times actual cost per pound

Answer:  A

Diff: 2

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

8) When recording direct labor incurred in the production process, which of the following shows the effect on Work in process inventory?

A) Debit for standard quantity for actual production times standard cost per hour

B) Credit for standard quantity usage for actual production times actual cost per hour

C) Debit for actual quantity times standard cost per hour

D) Credit for standard quantity for actual production times standard cost per hour

Answer:  A

Diff: 2

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

9) Atlas Manufacturing is closing the year 2012.  Atlas uses standard costing methodology in its accounting system and for internal performance reporting.  Atlas's ending balances are shown here: 
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Using the standard costing system, how much is Net operating income?

A) $8,780

B) $6,290

C) $7,100

D) $7,530

Answer:  D

Explanation:  D) Calculations:

	Sales revenue (standard)
	
	
	$150,000 

	Sales revenue variance
	
	
	(4,000)

	Sales revenue (actual)
	
	
	146,000 

	Cost of goods sold (standard)
	
	$78,000 
	

	Manufacturing variances
	
	
	

	  (credit balances in parentheses)
	
	
	

	Direct materials price variance
	$300 
	
	

	Direct materials efficiency variance
	(25)
	
	

	Direct labor price variance
	800 
	
	

	Direct labor efficiency variance
	70 
	
	

	Variable overhead spending variance
	200 
	
	

	Variable overhead efficiency variance
	(800)
	
	

	Fixed overhead spending variance
	(90)
	
	

	Fixed overhead volume variance
	$15 
	$470 
	

	Cost of goods sold (actual)
	
	
	78,470 

	Gross profit
	
	
	67,530 

	Selling & admin. expenses
	
	
	60,000 

	Net operating income/(loss)
	
	
	$7,530 


Diff: 3

LO:  23-6

EOC Ref:  S23-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

10) Atlantic Manufacturing Company uses standard costing methodology in their journal entries and accounts.  They are ready to close out their Manufacturing overhead account for the month.  The T-account for overhead is shown below:
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In addition to the above, Atlantic calculated the following overhead variances:


Variable overhead:
Spending (price) variance:   
$5,000 F



Efficiency variance:
$4,850 U


Fixed overhead:
Spending (price) variance:   
$1,200 F



Volume variance:
$3,350 U

The journal entry to close out the overhead account and record the overhead variances would be:

	A) Variable overhead spending variance
	5,000 
	

	Fixed overhead spending variance
	1,200 
	

	Manufacturing overhead
	2,000 
	

	     Variable overhead efficiency variance
	
	4,850 

	    Fixed overhead volume variance
	
	3,350 


	B) Fixed overhead efficiency variance
	4,850 
	

	Fixed overhead volume variance
	3,350 
	

	    Variable overhead spending variance
	
	5,000 

	    Variable overhead efficiency variance
	
	1,200 

	    Manufacturing overhead
	
	2,000 


	C) Variable overhead spending variance
	5,000 
	

	Fixed overhead spending variance
	1,200 
	

	Manufacturing overhead
	2,000 
	

	    Fixed overhead volume variance
	
	4,850 

	    Variable overhead efficiency variance
	
	3,350 


	D) Variable overhead efficiency variance
	4,850 
	

	Fixed overhead volume variance
	3,350 
	

	    Variable overhead spending variance
	
	5,000 

	    Fixed overhead spending variance
	
	1,200 

	    Manufacturing overhead
	
	2,000 


Answer:  D

Diff: 3

LO:  23-6

EOC Ref:  S23-11

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

11) Alpine Productions uses a standard costing system for recording transactions; they also prepare an internal-use income statement using standard cost methodology.  At the end of 2011, Alpine reported the following data:


Sales revenues:
$500,000


Cost of goods sold (standard costing)
$382,500


Marketing & admin expenses
$105,000

Variances:

	Sales revenue
	$4,000 
	F

	Direct materials price variance
	20 
	U

	Direct materials efficiency variance
	300 
	F

	Direct labor price variance
	75 
	U

	Direct labor efficiency variance
	10 
	F

	Variable overhead spending variance
	225 
	U

	Variable overhead efficiency variance
	80 
	F

	Fixed overhead spending variance
	420 
	U

	Fixed overhead volume variance
	110 
	F


Using standard costing methodology, the net operating income is:

A) $14,990.

B) $16,260.

C) $13,975.

D) $87,740.

Answer:  B

Explanation:  B) Calculations:

	Sales revenue(standard)
	
	
	$500,000 

	Sales revenue variance
	
	
	4,000 

	Sales revenue (actual)
	
	
	504,000 

	Cost of goods sold (standard)
	
	$382,500 
	

	Manufacturing variances
	
	
	

	  (Credit balances in parentheses)
	
	
	

	Direct materials price variance
	$20 
	
	

	Direct materials efficiency variance
	(300)
	
	

	Direct labor price variance
	75 
	
	

	Direct labor efficiency variance
	(10)
	
	

	Variable overhead spending variance
	225 
	
	

	Variable overhead efficiency variance
	(80)
	
	

	Fixed overhead spending variance
	420 
	
	

	Fixed overhead volume variance
	($110)
	$240 
	

	Cost of goods sold (actual)
	
	
	382,740 

	Gross profit
	
	
	121,260 

	Marketing and admin. expenses
	
	
	105,000 

	Net operating income/(loss)
	
	
	$16,260 


Diff: 3

LO:  23-6

EOC Ref:  S23-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

12) Atlas Manufacturing is closing the year 2012.  Atlas uses standard costing methodology in its accounting system and for internal performance reporting.  Atlas's ending balances are shown here:
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Using the format below, please prepare a statement of operating income.

	Sales revenue (standard)
	
	
	

	Sales revenue variance
	
	
	

	Sales revenue (actual)
	
	
	

	Cost of goods sold (standard)
	
	
	

	Manufacturing variances
	
	
	

	  (Credit balances in parentheses)
	
	
	

	Direct materials price variance
	
	
	

	Direct materials efficiency variance
	
	
	

	Direct labor price variance
	
	
	

	Direct labor efficiency variance
	
	
	

	Variable overhead spending variance
	
	
	

	Variable overhead efficiency variance
	
	
	

	Fixed overhead spending variance
	
	
	

	Fixed overhead volume variance
	
	
	

	Cost of goods sold (actual)
	
	
	

	Gross profit
	
	
	

	Selling & admin. expenses
	
	
	

	Net operating income/(loss)
	
	
	


Answer:  

	Sales revenue (standard)
	
	
	$150,000 

	Sales revenue variance
	
	
	(4,000)

	Sales revenue (actual)
	
	
	146,000 

	Cost of goods sold (standard)
	
	$78,000 
	

	Manufacturing variances
	
	
	

	  (Credit balances in parentheses)
	
	
	

	Direct materials price variance
	$300 
	
	

	Direct materials efficiency variance
	(25)
	
	

	Direct labor price variance
	800 
	
	

	Direct labor efficiency variance.
	70 
	
	

	Variable overhead spending variance
	200 
	
	

	Variable overhead efficiency variance
	(800)
	
	

	Fixed overhead spending variance
	(90)
	
	

	Fixed overhead volume variance
	$15 
	$470 
	

	Cost of goods sold (actual)
	
	
	78,470 

	Gross profit
	
	
	67,530 

	Selling & admin. expenses
	
	
	60,000 

	Net operating income/(loss)
	
	
	$7,530 


Explanation:  This question is not available in MyAccountingLab.

Diff: 3

LO:  23-6

EOC Ref:  S23-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement

13) Alpine Productions uses a standard costing system for recording transactions; they also prepare an internal-use income statement using standard cost methodology.  At the end of 2011, Alpine reported the following data:

Sales Revenues:
$500,000

Cost of Goods Sold (standard costing)
$382,500

Marketing & Admin expenses
$105,000

Variances:

	Sales revenue
	$4,000 
	F

	Direct materials price variance
	20 
	U

	Direct materials efficiency variance
	300 
	F

	Direct labor price variance
	75 
	U

	Direct labor efficiency variance
	10 
	F

	Variable overhead spending variance
	225 
	U

	Variable overhead efficiency variance
	80 
	F

	Fixed overhead spending variance
	420 
	U

	Fixed overhead volume variance
	110 
	F


Using the format below, please prepare a statement of operating income.

	Sales revenue (standard)
	
	
	

	Sales revenue variance
	
	
	

	Sales revenue (actual)
	
	
	

	Cost of goods sold (standard)
	
	
	

	Manufacturing variances
	
	
	

	  (Credit balances in parentheses)
	
	
	

	Direct materials price variance
	
	
	

	Direct materials efficiency variance
	
	
	

	Direct labor price variance
	
	
	

	Direct labor efficiency variance
	
	
	

	Variable overhead spending variance
	
	
	

	Variable overhead efficiency variance
	
	
	

	Fixed overhead spending variance
	
	
	

	Fixed overhead volume variance
	
	
	

	Cost of goods sold (actual)
	
	
	

	Gross profit
	
	
	

	Marketing and admin. expenses
	
	
	

	Net operating income/(loss)
	
	
	


Answer:  

	Sales revenue (standard)
	
	
	$500,000 

	Sales revenue variance
	
	
	4,000 

	Sales revenue (actual)
	
	
	504,000 

	Cost of goods sold (standard)
	
	$382,500 
	

	Manufacturing variances
	
	
	

	  (Credit balances in parentheses)
	
	
	

	Direct materials price variance
	$20 
	
	

	Direct materials efficiency variance
	(300)
	
	

	Direct labor price variance
	75 
	
	

	Direct labor efficiency variance
	(10)
	
	

	Variable overhead spending variance
	225 
	
	

	Variable overhead efficiency variance
	(80)
	
	

	Fixed overhead spending variance
	420 
	
	

	Fixed overhead volume variance
	($110)
	$240 
	

	Cost of goods sold (actual)
	
	
	382,740 

	Gross profit
	
	
	121,260 

	Marketing and admin. expenses
	
	
	105,000 

	Net operating income/(loss)
	
	
	$16,260 


Explanation:  This question is not available in MyAccountingLab.

Diff: 3

LO:  23-6

EOC Ref:  S23-14

AACSB:  Analytic Skills

AICPA Business:  Critical Thinking

AICPA Functional:  Measurement
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