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COST CONCEPTS

(Note: There may be typographical errors. Check results for all problems!)

1. Which of the following costs would be included in manufacturing overhead of a computer manufacturer?

a. The cost of the disk drives.

b. The wages earned by computer assemblers.

c. The cost of the memory chips.

d. Depreciation on testing equipment.**
2. Which of the following is not an element of manufacturing overhead?

a. Sales manager's salary.**
b. Plant manager's salary.
c. Factory repairman's wages.
d. Quality inspector's salary.
3. Which one of the following costs would not be considered an indirect cost of serving a particular customer at a Pizza Hut franchise?

a. The salary of the franchise's manager.

b. The cost of the tables and chairs used to furnish the restaurant.

c. The cost of the dough used to make the pizza that is ordered.**
d. The cost of lighting and heating the restaurant.

** A direct cost is a cost that can be easily and conveniently traced to the particular cost object under consideration. Indirect costs cannot be physically traced to the creation of products or can be traced only at great cost and inconvenience. The salary of the franchise manager (a), the cost of the tables and chairs (b) and the cost of the lighting and heating (d) would all be considered indirect costs. On the other hand, the cost of the dough used (c) could be easily and conveniently traced to the cost of serving a particular customer at a Pizza Hut franchise and would be a relatively significant in terms of the cost of the pizza. As such, the cost of the dough used would most likely be considered a direct cost.

4. The wages of materials handling personnel in a factory would usually be considered
a. Indirect labor: No; Manufacturing overhead: Yes

b. Indirect labor: Yes; Manufacturing overhead: No

c. Indirect labor: Yes; Manufacturing overhead: Yes**
d. Indirect labor: No; Manufacturing overhead: No

**The wages of materials handling personnel cannot be physically traced to the creation of products or can be traced only at great cost and inconvenience. Labor costs that cannot be physically traced to the creation of products, or that can be traced only at great cost and inconvenience, are referred to as indirect labor and treated as part of manufacturing overhead.

5. For the month of May, Reks Company has cost of goods manufactured of TL600,000, beginning finished goods inventory of TL200,000, and ending finished goods inventory of TL250,000. The cost of goods sold is
a. TL450,000.
b. TL500,000.
c. TL550,000.**
d. TL600,000.
**CGS = BFGI + CGM – EFGI = 200,000 + 600,000 – 250,000

4. Product costs include each of the following except:

a. direct labor.

b. direct materials.

c. manufacturing overhead.
d. selling and administrative expenses.**
5. Each of the following is a period (nonmanufacturing) cost except
a. administrative expenses.

b. indirect labor.**
c. nonmanufacturing costs.
d. selling expenses.
6. The principal difference between a merchandising and a manufacturing income statement is the
a. cost of goods sold section.**
b. extraordinary item section.
c. operating expense section.
d. revenue section.
** CGS = BFGI + CGM – EFGI for a manufacturing company
CGS = BI + PURCHASES – EI for a merchandising company

7. The sum of the direct materials costs, direct labor costs, and manufacturing overhead incurred (kullanılan, yararlanılan DL, DM ve MOH’un maliyet toplamı) is the
a. cost of goods manufactured.
b. total manufacturing overhead.
c. total manufacturing costs.**
d. total cost of work in process.
**TMC = DL incurred + DM used + MOH incurred (+ BWIP if there is any)
8. For a manufacturing firm, cost of goods available for sales is computed by adding the beginning finished goods inventory to
a. cost of goods purchased.

b. cost of goods manufactured.**

c. net purchases.

d. total manufacturing costs.

**CGAS = BFGI + CGM    
Use the following data to answer questions 9- 12.
The following data (in thousands of dollars) have been taken from the accounting records of Happy Corporation for the most recent year. 

Administrative expenses

$600

Direct labor 

$800

Finished goods inventory, beginning

$480

Finished goods inventory, ending 

$640

Manufacturing overhead 

$920

Purchases of raw materials 

$480

Raw materials inventory, beginning

$160

Raw materials inventory, ending

$280

Sales

$3,960

Selling expenses

$560

Work in process inventory, beginning 

$280

Work in process inventory, ending 

$200

9. The cost of the raw materials used in production during the year (in thousands of dollars) was
a. $360.**

b. $600.

c. $640.
d. $760.
** BRMI + P –ERMI = RAW MATERIALS USED IN PRODUCTION (160+480-280)
10. The cost of goods manufactured (finished) for the year (in thousands of dollars) was

a. $2,000.
b. $2,080.

c. $2,160.**

d. $2,360.
**CGM = BWIP + DM USED + DL + MOH –EWIP (280 + 360 + 800 + 920 - 200)
Note: TMC = (BWIP) + DL + DM USED + MOH 
11. The cost of goods sold for the year (in thousands of dollars) was
a. $2,000.**

b. $2,320.

c. $2,640.

d. $2,800.

** CGS = BFGI + CGM – EFGI (480 + 2,160 - 640)

12. The net income for the year (in thousands of dollars) was
a. $600.
b. $800.**
c. $1,000.

d. $1,960.

**NI = SALES – CGS – OPERATING EXPENSES  (3,960 – 2000 – 600 - 560)
13. An opportunity cost is:
a. the difference between the total cost of one alternative and the total cost of another alternative.
b. the benefit forgone when one alternative is selected rather than another.**
c. a cost that is saved by not adopting a given alternative.

d. a cost that continues to be incurred even when there is no activity.

COST-VOLUME-PROFIT ANALYSIS

1. Variable costs are costs that
a. vary in total directly and proportionately with changes in the activity level.
b. remain the same per unit at every activity level.
c. Neither of the above.
d. Both (a) and (b) above.**
2. Within the relevant range

a. both total variable costs and total fixed costs will remain constant.
b. both total variable costs and total fixed costs fluctuate.
c. fixed costs per unit will remain constant and variable costs per unit will fluctuate.
d. variable costs per unit will remain constant and fixed costs per unit will fluctuate.**
3. Contribution margin

a. is revenue remaining after deducting variable costs.

b. may be expressed as contribution margin per unit.
c. is selling price less cost of goods sold.
d. Both (a) and (b) above.**
4. Ghost Company is planning to sell 200,000 toys for $4 per unit. The contribution margin ratio is 25%. If Ghost will break even at this level of sales, what are the fixed costs?

a. $100,000

b. $160,000

c. $200,000**
d. $300,000

**
SALES REVENUE       (TR =200,000*$4)

$800,000
100%


- VARIABLE COSTS





  75%

= CONTRIBUTION MARGIN     (800,000*25%)
$200,000
  25%


- FIXED COSTS




$200,000

NET INCOME      (at BEP; NI = 0; CM = FC)
$0
5. As volume decreases, 

a. variable cost per unit decreases. 

b. fixed cost in total decreases. 

c. variable cost in total remains the same. 

d. fixed cost per unit increases.**
** When volume decreases, the number of units divided into that fixed cost decreases, increasing the fixed cost per unit. 

6. Kornet Company sells 100,000 T-shirts for $12 a unit. Fixed costs are $300,000, and net income is $200,000. What should be reported as variable expenses in the CVP income statement?

a. $700,000**
b. $900,000

c. $500,000

d. $1,000,000







RATIO (%)
**
SALES REVENUE       (TR = 100,000*$12)
$1,200,000
100%


- VARIABLE COSTS



$700,000
58.3%

= CONTRIBUTION MARGIN     


$500,000
41.7%

- FIXED COSTS




$300,000



NET INCOME      




$200,000
7. The break-even point in liras is computed by dividing
a. fixed costs by contribution margin per unit.
b. variable costs by contribution margin per unit.
c. fixed costs by contribution margin ratio.**
d. variable costs by contribution margin ratio.
**BEP → TR = TC → p*q = UNIT VC*q + FC → NI (PROFIT) OR LOSS = 0
Also;

BEP LIRAS = FC / CM RATIO


CM RATIO = (UNIT SALES PRICE – UNIT VC) / UNIT SALES PRICE

Or       CM RATIO = TOTAL CM / SALES REVENUE
8. At the break-even point
a. sales equal total variable costs.
b. contribution margin equals total variable costs.
c. contribution margin equals total fixed costs.**
d. sales equal total fixed costs.
9. HBC Company has total fixed costs of $300,000 and a contribution margin ratio of 40%. HBC's target net income is $240,000. Sales in dollars to meet the target net income would be

a. $600,000.
b. $750,000.
c. $900,000.
d. $1,350,000.**
**
PROFIT = TR – VC –FC

$240,000 = TR – 0.6TR – FC
Note: CM ratio = 0.4  → VC ratio = 0.6

TR = $240,000 + 0.6TR + $300,000


0.4TR = $540,000 → TR = $1,350,000

Note also: (TARGET) SALES UNITS = (FC + TARGET INCOME) / UNIT CM

10. A company has required sales of TL1,700,000 to meet its target net income. It has fixed costs of TL300,000 and the contribution margin ratio is 30%. The company's target net income is

a. TL90,000.
b. TL210,000.**
c. TL420,000.
d. TL510,000.
11. For every unit that a company produces and sells, its profitability is improved (ignoring taxes) by the unit's 

a. contribution margin.** 
b. selling price minus fixed costs. 

c. gross margin. 

d. variable cost. 

** Once the fixed costs are covered, the entire contribution margin will contribute to profit. 

12. The breakeven point in liras can be determined by multiplying breakeven units by the selling price. 

a. True** 

b .False 
** At this volume both fixed and variable costs would be covered, and there would be zero profit. The number of units produced and sold at the breakeven point multiplied by the selling price equals the breakeven point in liras. 
13. Gaile Corporation sells its product for $10 per unit, has variable costs of $4 per unit and fixed costs of $30,000. Last year, sales totaled 10,000 units and the company had a $30,000 profit. If sales volume is expected to remain the same for the current year, Gaile must increase the sales price per unit to $11.20 to reach a target profit of $42,000. 

a. True**
b. False 
** Increasing the sales price to $11.20 per unit will produce a target profit of $42,000, provided all other factors remain the same. The equation 
TARGET SALES UNITS = (FC + TARGET NI)/ UNIT CM 
can be rearranged and expressed as 
UNIT CM = (FC + TARGET NI)/ TARGET SALES UNITS. 
The required contribution margin per unit is determined to be $7.20 [($30,000 + $42,000) / 10,000 units]. Variable costs of $4 per unit are then added to the $7.20 CM per unit to determine a required sales price of $11.20 per unit. 

14. The following information has been provided by the Office Supply Store for the first quarter of the year:

	Sales
	TL1,400,000

	Variable selling expense
	140,000

	Fixed selling expenses
	100,000

	Cost of goods sold
	640,000

	Fixed administrative expenses
	220,000

	Variable administrative expenses
	60,000


What is the contribution margin of Office Supply Store for the first quarter?

	Sales
	
	TL$1,400,000

	Variable expenses:
	
	

	    Variable selling expense
	$140,000
	

	    Cost of goods sold
	640,000
	

	    Variable administrative expenses
	    60,000
	

	Total variable expenses
	
	  840,000

	Contribution margin
	
	TL760,000


15. You are going into hamburger business. You estimates for next year are as follows:
Expected Sales Units: 160,000

Unit VC: TL1.20
Unit selling price: TL3.0

FC: TL 150,000

a. What will be your profit at the end of next year? (PROFIT = TL138,000)
b. What will be your breakeven units? (BEP = 83,333 units)
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