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CONTABILIDADE DE GESTÃO/MANAGEMENT ACCOUNTING 

Spring semester 2012/2013 – Mid-term test 

DATE: April 11, 2013                              LENGTH: 1h 20m 

        

Solutions at the end of the test 

 

Procedures: 

 The test is composed of Parts A and B; 
 

 The questions must be answered in the following stapled sheets, which must 
not be unstapled; 

 

 You can use the back of each sheet for rough draft, except in the last one. 
 

 For each wrong answer to multiple choice questions, 20% of the 
corresponding mark will be deducted with a minimum of zero for the overall 
mark of QII. 

 

 

PART A 
        

QUESTION I 
(3,5 marks) 

 
Why must costs be assembled in different ways in Management Accounting? Be precise 
when answering this question. 
 
Give also an example of a manufacturing overhead and of a prime cost in a 
manufacturing sector company.   
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QUESTION II 
Multiple choice 

 
 

Note: if you choose more than one alternative per question, or if your answer is not 

clearly understandable, it will not be marked. Also, only your final answer (letter chosen) 
will be marked. 

 
 

1) (2m) The XYZ Co provides a single service to its customers. For next year, the 

company expects to sell 100 000 units at a selling price of €15 per unit and this will 

generate a margin of safety of 15% (indicating how much sales may decrease before a 

loss occurs). If the expected ratio of variable costs over sales of such service is 60%, the 

fixed costs for the period under consideration will be: 

a. 765 000,00€ 
b. 600 000,00€ 
c. 521 739,13€ 
d. 510 000,00€ 

 
 

Answer:______________ 
 
2) (2m) A purchasing agent has two potential firms from which to buy materials for 

production. If both firms charge the same price, the material cost is a(n) 
 

a. irrelevant cost.  
b. relevant cost.  
c. sunk cost.  
d. opportunity cost. 

 

Answer:______________ 
 
3) (2,5m) The Finish Manufacturing Co produces electronic components on a job order 

basis. The company operates two service departments and two production departments. 
Manufacturing overhead costs and quantities of activities for each department are shown 
as follows: 

 Service departments  Production 
departments 

 

 

 
Item 

Factory 
Administration 

 

Maintenance 
  

Machining 
 

Assembly 
  

Total 

 Manufacturing overheads 
directly assigned  

100 000€ 200 000€  400 000€ 300 000€ 
 

1 000 000€ 

Number of employees 
(excluding those working at 
the factory administration) 

 
10  10 60  80 

Maintenance hours 2 000   7 000 1 000 
 

10 000 

Machine hours    10 000 1 000 
 

11 000 

Direct labor hours    1 000 10 000 
 

11 000 

 
The costs of the Factory Administration department are allocated on the basis of 
employees (excluding those working at the Factory Administration department) and the 
costs of the Maintenance department are allocated on the basis of maintenance hours. 
Besides, the Machining department uses machine hours as its unit of work and the 
Assembly department uses direct labor hours as its unit of work.    
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The company is preparing to notify (bid) a price to a client for job 781 which requires 
three machine hours of the Machining department and five direct labor hours of the 
Assembly department. The expected direct materials and direct labor costs incurred in 
job 781 are 450€. To cover non-manufacturing costs and allow for a profit the company 
adds 30% to the manufacturing costs of job 781. 
 
If the company uses sequential (or step-down) allocation method, the price of job 781 to 
be notified to the client will be (round all monetary values to two decimal places): 
 

a.    838,00€ 
b.    829,75€ 
c. 1 089,40€ 
d. 1 104,63€ 
e. None of the above 

 
Answer:______________ 

 
 

PART B 
 

QUESTION III 
(5 marks) 

 

Alfa Company accumulates overhead in four different categories which expected costs 
for next year are as follows: 

 

1. Machine Maintenance 510 000€ 

2. Materials Handling 250 000€ 

3. Setup Machines 60 000€ 

4. Inspection 210 000€ 
 

Alfa is currently assigning overhead through a predetermined overhead rate which, for 
next year, will be based on 100 000 direct labor hours expected to be consumed.  
 
The company has been asked to submit a bid (i.e., notify a selling price) for a new job 
that will be executed next year. Estimates for this new job are as follows: 
 

Direct materials 30 000€ 

Direct labor (8 000 hours) 24 000€ 

Number of materials moves 100 

Number of quality inspections 120 

Number of setups 24 

Number of machine hours 4 000 

 
Meanwhile, the manager has heard of a new way of assigning overhead that uses 
activity cost pools and cost drivers. The manager decided that the activity cost pools at 
Alfa Company would be the four categories of overhead shown above. The activity cost 
drivers and expected volume that would be used are as follows: 
 

Nº of setups 3 000 

Nº of quality inspections 12 000 
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Nº of material moves 20 000 

Machine hours 60 000 

 
1. Calculate, by showing your supporting calculations, the amount of overhead that 

should be allocated to the new job if the company uses direct labor hours as the 
allocation rate (cost driver).  
 

2. Assuming that Alfa Company uses activity-based costing to assign overhead, 
calculate the amount of overhead allocated to the new job. Show your supporting 
calculations. 

 
 
 

QUESTION IV 
(2 marks) 

 
Note: if you choose more than one alternative, or if your answer is not clearly 
understandable, it will not be marked. Also, only your final answer (letter chosen) will be 
marked. 

 
 
The Beta Company requires materials in batches of 1 000 Kg each for the mixing 
process, which output is then sent to the cooking process. In the cooking process, the 
company expects not only to incur in 5% of uncontrollable (or unavoidable) losses of 
weight of the mixture coming from the mixing process but also that 2 batches in 10 
batches will be uncontrollably spoiled. No more uncontrollable losses are expected. 
 
The information about January 2013 was as follows: 
 

 Number of batches at the start of the production (mixing) process: 50 batches 
 Completed production: 32.000 Kg 
 Units sold: 30.000 Kg 
 Manufacturing costs: 39.900€ 
 There are no inventories of work in progress goods. 
 There are no opening inventories of finished goods. 
 The selling price per kg is 4€. 

 

Profit in January was:  

 a. 82.200,00€ 
 b. 82.593,75€ 
 c. 88.100,00€ 
 d. 81.740,00€ 
 e. None of the above 
 
 

Answer:______________ 
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QUESTION V 
(3 marks) 

 
The Gama Company manufactures top bags for music students.  
Concerning the month of March the following is known:  
 
A.    Profit & Loss Account using variable costing (in €) 

Sales 
Cost of Sales + Under-recovery of overheads 
Non manufacturing costs 

252.000 
(228.000) 
 (60.000) 

Earnings Before Taxes (EBT) (36.000) 

 
B.     Movements of inventories 

Opening stocks 0 Units 

Sales 9.000 Units 

Production 15.000 Units 

 
C. Under-recovery of overheads using full costing based on practical capacity is 30.000€ 

 
D. EBT using full costing based on practical capacity is 0€.  

 
 
Calculate, by showing your supporting calculations: 
 
1.1) The share of the total manufacturing fixed costs in the cost of goods manufactured 
(COGM) using full costing based on practical capacity 
 
 
1.2) The practical capacity 

 
 

2) Without making the Profit & Loss Account using total full costing and starting from the 
Earnings Before Taxes (EBT) of variable costing, calculate the EBT of total full costing.  
 
Only, if you want, you can consider the manufacturing fixed costs as 150.000€ 
  
For help, you can use the following table: 
 

Earnings Before Taxes (EBT) of Variable Costing (36.000) 

 
 
 
 
 

 

Earnings Before Taxes (EBT) of Total Full Costing  
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Solutions: 
 

QI To meet the purposes of Management Accounting, which are: 
 

1) To value inventory as required by financial accounting/external reporting          
2) To measure the profitability of products, services and other cost objects           
3) To provide information for decision-making                                                         
4) To provide information for planning, control and performance measurement     
 
Example of a manufacturing overhead: multi-product factory supervisors’ wages, 
depreciation of machinery used to produce more than one product, etc) 
Example of a prime cost: direct materials’ cost in a manufacturing sector company, such 
as the cost of the wood used to produce tables 
 
QII 1) d  
QII 2) a 
QII 3) c  
 

(step-down ) Fact Adm Maintenance Machining Assembly  

Nr of employees  12,5% 12,5% 75% 100% 

Maintenance hours 20%  70% 10% 100% 
      

   Machining Assembly  

Total cost   560.000€ 440.000€  

   10.000 Mh 10.000 DLh  

   56,00€/Mh 44,00€/DLh  

Cost of job 781 per unit     

Manuf costs of job 781 838,00 €     

Mark-up (30% of manuf costs) 251,40 €     

Selling price (bid price) 1.089,40 €     
 
QIII 1) 82.400€  
QIII 2) 37.830€  
 
QIV  a  
 
QV 1.1) 36.000€= 6.000 units (=change in inv) * unit MFC (PC);   unit MFC (PC) = 6€ 

  Share of MFC in COGM of FCPC = 6€ x 15 000 = 90.000€ 
1.2)  

 
Practical capacity = 20.000 units 
 
QV 2) 

 

Earnings Before Taxes (EBT) – Variable Costing (36.000€) 

MFC include in Closing inventories +6.000 unit*(120.000€/15.000 units) =  
48.000€ 

Earnings Before Taxes (EBT) – Total Full Costing 12.000€ 

 


