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Cost Accounting Final Exam Questions and Answers: A Comprehensive
Study Guide

Preparing for a cost accounting final can feel daunting, especially when you're juggling multiple courses and
deadlines. The key to success lies in understanding the core concepts, practicing with realistic exam questions, and
mastering the techniques that professors expect you to apply. This guide presents a thorough review of the most
common topics, a curated set of cost accounting final exam questions and answers, and practical  study
strategies that will boost your confidence and improve your performance.

Why Cost Accounting Matters in Business

Cost accounting is the backbone of managerial decision making. By tracking, analyzing, and allocating costs,
organizations can:

e Determine product profitability and pricing strategies.

« |ldentify cost drivers and improve operational efficiency.

Support budgeting, forecasting, and financial planning.

 Facilitate compliance with accounting standards and internal controls.
¢ Provide insights for strategic investments and product mix decisions.

Because of its practical relevance, exam questions often test both conceptual knowledge and the ability to apply
cost data to real business scenarios.

Exam Structure and Common Themes

While each instructor may emphasize different areas, most cost accounting finals follow a predictable structure:

1. Multiple choice questions that assess quick recall of definitions and formulas.

2. Short answer or fill in questions that require concise explanations.

3. Case study or problem solving sections that demand step by step calculations.
4. Essay questions that evaluate your ability to discuss cost concepts in context.

Key themes to focus on include:

 Cost classification: direct vs. indirect, variable vs. fixed, product vs. period.

e Cost behavior and analysis: cost volume profit relationships, break even analysis.
e Costing systems: job order costing, process costing, activity based costing.

» Standard costing and variance analysis.

* Budgeting and forecasting: master budgets, flexible budgets.

¢ Decision making tools: make or buy, special order pricing, product mix.

With these themes in mind, let's dive into a selection of sample questions that cover a broad spectrum of exam
topics.

Sample Question Set 1. Manufacturing Costs and Cost Behavior



Question 1: Classifying Costs
Identify each of the following costs as direct material, direct labor, or factory overhead:

1. Steel used in the production of automotive parts.
2. Wages paid to assembly line workers.

3. Electricity consumed by the manufacturing plant.
4. Supplies used in the quality control laboratory.

Answer:

e Steel: Direct material.

¢ Assembly line wages: Direct labor.

« Electricity: Factory overhead (indirect cost).

e Quiality control supplies: Factory overhead (indirect cost).

Explanation:Direct materials and direct labor are costs that can be traced directly to a specific product. Factory
overhead includes all other production costs that are not directly traceable, such as utilities, depreciation, and
indirect supplies.

Question 2: Fixed vs. Variable Cost Analysis

Assume a company has the following cost structure for a product line:

» Fixed manufacturing overhead: $120,000 per month.
 Variable manufacturing cost per unit: $15.
¢ Sales volume: 5,000 units per month.

Calculate the total manufacturing cost and the cost per unit. Then, determine how the cost per unit changes if sales
volume increases to 10,000 units.

Answer:

* Fixed cost = $120,000.

 Variable cost for 5,000 units = 5,000 x $15 = $75,000.

Total cost = $120,000 + $75,000 = $195,000.

 Cost per unit at 5,000 units = $195,000 + 5,000 = $39.
Variable cost for 10,000 units = 10,000 x $15 = $150,000.
Total cost at 10,000 units = $120,000 + $150,000 = $270,000.
 Cost per unit at 10,000 units = $270,000 + 10,000 = $27.

Explanation:The fixed portion remains constant regardless of production volume, while the variable portion scales
with units produced. As volume doubles, the fixed cost is spread over twice as many units, reducing the cost per

unit.

Question 3: Break Even Analysis
Using the cost data from Question 2, the selling price per unit is $60. Calculate the break even point in units and

dollars.
Answer:

 Contribution margin per unit = Selling price — Variable cost = $60 — $15 = $45.
* Break even units = Fixed cost + Contribution margin = $120,000 + $45 "H 2,667 units.
e Break even dollars = Break even units x Selling price = 2,667 x $60 "H $160,020.



Explanation:The break even point is the volume at which total revenue equals total cost, resulting in zero profit.
Understanding this metric helps managers assess risk and set sales targets.

Sample Question Set 2: Costing Systems and Allocation Methods

Question 4: Job Order Costing vs. Process Costing

Describe the primary difference between job order costing and process costing. Provide an example of a product
that would use each system.

Answer:

« Job order costing is used for customized, low volume production where each job is distinct. Example: Custom
furniture manufacturing.

¢ Process costing is used for homogeneous, high volume production where units are indistinguishable. Example:
Chemical production in a continuous plant.

Explanation:Job order costing tracks costs per specific order, while process costing averages costs over a large
number of identical units.

Question 5: Activity Based Costing (ABC)

A company uses ABC to allocate overhead to two products, A and B. The total overhead is $200,000, and the
activity rates are $10 per machine hour for machine setup and $5 per inspection hour. Product A requires 8,000
machine hours and 2,000 inspection hours; Product B requires 4,000 machine hours and 4,000 inspection hours.
Calculate the overhead allocated to each product.

Answer:

» Product A overhead = (8,000 x $10) + (2,000 x $5) = $80,000 + $10,000 = $90,000.
» Product B overhead = (4,000 x $10) + (4,000 x $5) = $40,000 + $20,000 = $60,000.

Explanation:ABC assigns overhead based on actual cost drivers, leading to more accurate product costing,

especially when overhead is a significant portion of total costs.

Question 6: Transfer Pricing in a Multinational Company

Company X, headquartered in the United States, transfers a component to its subsidiary in Mexico. The
component’s cost in the U.S. is $12 per unit, and the desired profit margin is 20%. What transfer price should
Company X set for the component? Assume no additional costs in Mexico.

Answer:

* Desired profit = Cost x Margin = $12 x 0.20 = $2.40.
» Transfer price = Cost + Desired profit = $12 + $2.40 = $14.40 per unit.

Explanation:Transfer pricing ensures that each entity earns an appropriate margin while maintaining overall
profitability for the group.

Sample Question Set 3: Standard Costing and Variance Analysis

Question 7: Calculating Variances

Standard cost for direct labor: $20 per hour. Actual labor cost: $18,000 for 950 hours. Compute the labor rate
variance and labor efficiency variance.



Answer:

 Standard labor cost for actual hours = 950 x $20 = $19,000.

 Labor rate variance = Actual cost — Standard cost = $18,000 — $19,000 = —-$1,000 (favorable).

e Labor efficiency variance = (Actual hours — Standard hours) x Standard rate = (950 — 950) x $20 = $0 (no
variance).

Explanation:A negative variance indicates that actual costs were lower than expected, which is favorable for the
company.
Question 8: Material Price and Usage Variances

Standard material price: $5 per pound. Actual price paid: $4.80 per pound. Actual quantity purchased: 10,000
pounds. Standard quantity allowed for production: 9,500 pounds. Calculate the material price variance and material
usage variance.

Answer:

« Material price variance = (Actual price — Standard price) x Actual quantity = ($4.80 — $5) x 10,000 = -$2,000
(favorable).

¢ Material usage variance = (Actual quantity — Standard quantity) x Standard price = (10,000 — 9,500) x $5 =
$2,500 (unfavorable).

Explanation:The company purchased material at a lower price but used more than the standard quantity, resulting
in a mixed variance outcome.

Question 9: Interpreting Variance Analysis for Decision Making

A manager notices a significant unfavorable material usage variance but a favorable price variance. What actions
should the manager consider to address the issue?

Answer:

¢ Investigate the cause of over usage: Is it due to waste, poor quality, or inefficiencies?
e Implement process improvements or training to reduce scrap.

* Review supplier contracts to ensure consistent quality.

e Consider adjusting standard costs to reflect actual usage patterns.

¢ Monitor the variance over time to assess the effectiveness of corrective actions.

Explanation:Variance analysis provides diagnostic information that can guide operational adjustments and
improve cost control.

Sample Question Set 4: Budgeting, Forecasting, and Decision Analysis

Question 10: Flexible Budgeting

Using the data from Question 2, prepare a flexible budget for a production level of
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