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Equipment or materials required – non programmable calculators are permitted
Adnoddau neu ddefnyddiau sydd eu hangen – caniateir cyfrifianellau nad ydych yn gallu eu rhaglennu


· Students are allowed to take into the exam room 2 sides of A4 printed notes 
Caniateir I fyfyrwyr gymryd 2 ochr A4 o nodiadau wedi’u printio

· Formula sheets provided
Darperir taflenni fformiwla











QUESTION ONE

ABC Ltd has a single production process for which the following casts have been estimated for the period ending 31 December 2015.

							£
	Material receipt and inspection cost		15,600
	Power cost					19,500
	Material handling cost				13,650


Three products X,Y and Z are produced by workers who perform a number of operations on material blanks using hand-held electrically powered drills.  The workers have a wage rate of £4 per hour.

The following budgeted information has been obtained for the period ending 31 December 2015

	
	Product X
	Product Y
	Product Z

	Production quantity (units)
	2,000
	1,500
	800

	Batches of material
	10
	5
	16

	Data per product unit:
	
	
	

	Direct material (sq. metres)
	4
	6
	3

	Direct material (£)
	5
	3
	6

	Direct labour (minutes)
	24
	40
	60

	Number of power drill operations
	6
	3
	2




Overhead costs for material receipt and inspection, process power and material handling are presently each absorbed by product units using rates per direct labour hour.

An activity based costing investigation has revealed that the cost drivers for the overhead costs are as follows:

Material receipt and inspection: number of batches of material.
Process power: number of power drill operations
Material handling:  quantity of material (sq metres) handled

a) Prepare a summary which shows the budgeted product cost per unit for each of products X, Y and Z for the period ending  31 December 2015 detailing the unit costs for each cost element:
  (i) using the existing method for the absorption of overhead costs
And (ii) using activity based costing.
  										           (25 Marks)

b) Explain the relevance of cost drivers in activity based costing.  Make use of figures from the summary statement prepared in (a) to illustrate your answer.
  										           (10 marks)

									    (TOTAL 35 MARKS)
QUESTION TWO

The Smyth Company, a subcontractor for the aircraft and missile industry,  has been asked to bid on a prospective contract for 900 units of a precision missile part.  Two months ago the Smyth Company had produced 300 of these parts at the following total costs:

						£
Direct materials 				12,000
Direct labour (6000 hours @ £4)		24,000
Tooling cost				  3,000
Variable overhead				  3,000
Other overhead				  6,000
Total costs 				48,000


i. Tooling can be reused,  even though all of its cost was assigned to the original order of 300 parts:
ii. Variable overhead incurrence is directly affected by direct labour hours.
iii. Other overheard is assigned at a flat rate of 25% of direct labour cost for purposes of bidding on contracts.

The Smyth Company has used an 85% learning curve as a basis for forecasting what pertinent costs should be.

a) Prepare a prediction of the total expected costs for bidding on a contract of 900 units.
   										           (25 marks)

b) Explain and evaluate the limitations of the learning curve effect in the context of cost estimation.
           (10 marks)

   								                (TOTAL 35 MARKS)

















QUESTION THREE

You have recently overheard the following remarks :

a) ‘A favourable direct-labour rate variance can only be caused by staff working more efficiently than budgeted.’
  											 (9 marks)

b) ‘Selling more units than budgeted, because the units were sold at less than standard price, automatically leads to a favourable sales volume variance.’
  											 (7 marks)

c) ‘Using below standard materials will tend to lead to adverse materials usage variances but cannot affect labour variances.’
  											 (6 marks)

d) ‘Higher than budgeted sales could not possibly affect the labour rate variance.’
  											 (5 marks)

e) ‘An adverse sales price variance can only arise from selling a product at less than standard price.’
 											 (5 marks)


Required:

Critically assess these remarks, explaining any technical terms.

									    (TOTAL 30 MARKS)
Page 1 of 4	2014/2015	Trosodd/Turn Over
image1.jpeg
PRIFYSGOL CYMRU
Y Drindod Dewi Sant

UNIVERSITY OF WALES

Trinity Saint David




