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ANSWER ALL QUESTIONS

QUESTION ONE

PVC College teaches its accountancy subjects wholly through correspondence.  This is done by the production of self-study packs which enables students to prepare for professional qualifications.

Each course of study was sold at the price of £22.50 last year and a total of 20,000 were produced and sold.  The production costs of the various courses offered by the college are the same.

The variable cost of producing a study course last year was:

							£	
Direct Materials 				7.50
Direct Labour 					9.00
Other direct costs (mainly postage)		0.90
Variable overheads 				0.60

The fixed overhead for the college during the year was £40,000.

During the coming year the costs of the organisation are expected to increase by the following:

%
Direct Materials 			20.00
Direct labour				16.67
Other Directs 				67.00
Variable Overheads			25.00
Fixed Overheads 			  5.00		

Market research has shown that when the company increases the price of its courses to its students, as long as the increase is kept below 17.5% this is unlikely to have an effect on the number of courses sold.  However, for every 1% prices are raised above a 17.5% increase, the number of units sold can be expected to fall by 2%.

Required:

(a)	Calculate the selling price of the study courses if the number of study courses sold and the annual profits are to remain as before.                                            (20 marks)

(b)	Calculate the number of units that the organisation would have to sell if it did not change the price charged but maintained the profit level attained in the previous year.         					                                                    	 (5 marks)

(c)	Give an analysis of a situation where, when prices are changed the number of units sold is affected.  The data provided in the above must be used to illustrate your answer.			                                                                  (10 marks)

         (Total = 35 marks)


QUESTION TWO
Big Records Ltd owns a chain of 15 shops selling DVDs and CDs.  At the beginning of June, the business had an overdraft of £35,000 and the bank had asked for this to be eliminated by the end of November.  As a result, the directors have recently decided to review their plans for the next six months.
The following plans were prepared for the business some months earlier:
	X£1,000
	May
	June
	July
	Aug
	Sept
	Oct
	Nov

	Sales income         
	180
	230
	320
	250
	140
	120
	110

	Purchases of stock
	135
	180
	142
	94
	75
	66
	57

	Administration expenses
	52
	55
	56
	53
	48
	46
	45

	Selling expenses
	22
	24
	28
	26
	21
	19
	18

	Taxation payment
	-
	-
	-
	22
	-
	-
	-

	Interest payments
	5
	5
	5
	5
	5
	5
	5

	Shop refurbishment
	-
	-
	14
	18
	6
	-
	-



Notes:
1. Suppliers of stock allow one month’s credit.
2. The gross profit margin is 40 per cent.
3. All sales proceeds are received in the month of sale.  However, 50 per cent of customers pay with a credit card.  The credit card business pays Big Records Ltd in the month of sale. The charge made by the credit card business to Big Records Ltd is 3 per cent of the sales income value.  These charges are in addition to the selling expenses identified above. The business has a bank loan, which it is paying off in monthly instalments of £5,000.  The interest element represents 20 per cent of each instalment.
4. Administration expenses are paid when incurred.  This includes a monthly charge of £15,000 in respect of depreciation.
5. Selling expenses are payable in the following month.

Required:

(a) 	Prepare the following:
i. a cash budget for the six months to 30 November which shows the cash balance at the end of each month; and
ii. a budgeted Profit & Loss Account for the whole of the six-month period ending 30 November (i.e. a monthly breakdown of profit is not required). 		(20 marks)

(b)	Explain the problems your calculations indicate that Big Records Ltd is likely to face in the next six months, and how management actions could address these problems.  
									         (10 marks)

(c)	Critically discuss the conditions which should be present within an organisation for a system of budgeting and budgetary control to be successful, and briefly discuss four points related to the behaviours of people which management needs to take into consideration when such a system is introduced.				(5 marks)

         (Total = 35 marks)	


QUESTION THREE

Jones Limited assembles and sells a number of models of television tuners to wholesalers.  The company has a business objective to diversify into high quality digital recorders which are more complex to manufacture.
The factory has suffered from a long-term lack of investment and the manufacturing process is labour intensive.  Production overheads are absorbed into the cost of the products based on assembly labour hours.
The new Finance Director has suggested that the company should introduce the concept of target costing in the manufacture of the new digital recorders.
Following extensive market research and assessment of the competition in this market, the selling price per digital recorder has been set at £200.00 and the profit margin (after all production costs) is to be 10%.
Cost information for the new product has been estimated as follows:
Circuit boards – these will be bought in batches of 100.  Each circuit board costs £20·50 and there is a delivery charge of £300 for each batch.
Other components – 50 components will normally be needed for each completed unit however, it is estimated that there will be wastage of 1% of the purchased components.  The cost of the components is £1·20 per 100.
Casings including all ancillary parts – these will cost £405·00 per 10 units.
Assembly labour – assembly of each unit will take 2 hours and the assembly workers will be paid £19·50 per hour.  It is estimated that 15% of the paid hours will be idle time.
Production Overheads – appropriate absorption rates are estimated to be:
· Variable Production Overhead absorption rate at £25 per assembly hour;
· Fixed Production Overhead absorption rate at £16 per assembly hour.
Required:
(a) Critically discuss the target costing process that Jones Ltd should undertake and explain the advantages of adopting a target costing approach at the initial stage in the product development process.  						(10 marks)

(b) Calculate the expected cost per digital recorder and identify the desired target cost per unit.  										(10 marks)

(c) Assuming a difference between the expected cost and the target cost was identified in part (b), discuss the possible steps that Jones Ltd could take to reduce this cost difference.  									(10 marks)

         (Total = 30 marks)
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