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MODULE CODE: M5x00854
Management Accounting 

TIME:  3 HOURS 
answer all 3 questions


Equipment or Materials required – Non Programmable calculators are permitted 
Adnoddau neu ddefnyddiau sydd eu hangen –  caniateir cyfrifianellau nad ydyych yn gallu eu             rhaglennu


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

· Formula Sheets Provided 
Darperir Taflenni Fformiwla



QUESTION ONE

You have recently overheard the following remarks: 

a) ‘When calculating variances, we in effect ignore differences of volume output, between original budget and actual, by flexing the budget.  If there were a volume difference, it is water under the bridge by the time that the variances come to be calculated.’   (6 Marks)

b) ‘It is very valuable to calculate variances because they will tell you what went wrong.’    (6 Marks)

c) ‘All variances should be investigated to find their cause.’  (6 Marks)  

d) ‘Research evidence shows that the more demanding the target, the more motivated the manager.’   (6 Marks)  

e) ‘Most Businesses do not have feedforward controls of any type, just feedback controls through budgets.’     (6 Marks)


Required: 

Critically assess these remarks, explaining any technical terms.
(Total = 30 Marks)





















QUESTION TWO

Duke Ltd experiences difficulty in its budgeting process because it finds it necessary to quantify the learning effect as new products are introduced.  Substantial product changes occur and result in the need for retraining.

An order for 30 units of a new product has been received by Duke Ltd.  So far, 14 have been completed; the first unit required 40 direct labour hours and a total of 240 direct labour hours has been recorded for the 14 units.  The production manager expects an 80% learning effect for this type of work.

The company uses standard absorption costing.  The direct costs attributed to the centre in which the unit is manufactured and its direct material costs are as follows:

Direct material 		£30.00 per unit
Direct labour			£6.00 per hour
Variable overhead		£0.50 per direct labour hour
Fixed overhead 		£6000 per four-week operating period

There are ten direct employees working a five-day week, eight hours per day.  Personal and other downtime allowances account for 25% of the total available time.

The company usually quotes a four week delivery period for orders.

You are required to:

a) Determine whether the assumption of an 80% learning effect is a reasonable one in this case, by using the standard formula y = axb where: 

y = the cumulative average direct labour time per unit (productivity)
a = the average labour time per unit for the first batch
x = the cumulative number of batches produced 
b= the index of learning 
         (5 Marks)

b) Calculate the cost of producing the order for 30 units.
(15 Marks)

c) Evaluate the benefits of the learning curve in terms of the costing/pricing process 
(15 Marks)


 
								Total number of marks = 35

	



QUESTION THREE

Boyd Ltd makes a product in two qualities, called ‘Basic’ and ‘Super’.  The company had been able to sell these products at a price that gave a standard profit mark-up of 25 per cent of full cost.  Management is concerned by the lack of profit.

Full cost per unit is calculated by apportioning overheads to each type of product on the basis of direct labour hours.  The costs are as follows:

						Basic 		Super 
						    £		     £	
Direct labour (all £5/hour)			   20		    30
Direct material				   15  		    20

The total overheads are £1,000,000

Based on experience over recent years, for the forthcoming year the company expects to make and sell 40,000 Basics and 10,000 Supers.

Recently, the company’s management accountant has undertaken an exercise to try to identify cost drivers in an attempt to be able to deal with the overheads on a more precise basis than had been possible before.  This exercise has revealed the following analysis of the annual overheads:

	Activity (and cost driver)                                      Annual number of Activities   
       

	                                                               Cost 

	
	£000
	Total 
	Basic 
	Super 

	Number of machine set ups 
	280
	100
	20
	80

	Number of quality control inspections 
	220
	2,000
	500
	1,500

	Number of sales orders processed 
	240
	5,000
	1,500
	3,500

	General production (machine hours)
	260
	500,000
	350,000
	150,000

	Total 
	1,000
	
	
	




The management accountant explained the analysis of the £1,000,000 overheads as follows:

· The two products are made in relatively small batches, so that storage of finished stock is negligible.  The Supers are made in very small batches because demand for then is relatively low.  Each time a new batch is produced, the machines have to be reset by skilled staff.  Resetting for Basic production occurs about 20 times a year and for Supers about 80 times: about 100 times in total.  The costs of employing the machine-setting staff  is about £280,000 a year.  It is clear that the more set-ups that occur, the higher the total set-up costs; in other words, the number of set-ups is the factor that drives set up costs.
· All production has to be inspected for quality and this costs about £220,000 a year.  The higher specifications of the Supers means that there is more chance that there will be quality problems.  Thus the Supers are inspected in total 1,500times annually, whereas the Basics only need about 500 inspections. The number of inspections is the factor that drives these costs.
· Sales order processing (dealing with customers’ orders from receiving the original order to despatching the products) costs about £240,000 a year.  Despite the larger amount of Basic production, there are only 1,500 sales orders each year because the Basics are sold to wholesalers in relatively large-sized orders.  The Supers are sold mainly direct to the public by mail order, usually in very small-sized orders.  It is believed that the number of orders drives the costs of processing orders.
· The remaining general production overheads, totalling £260,000 a year, are thought to be driven by the number of hours for which the machines operate.  The machine time per product is somewhat higher for Supers than for Basics.


Required:

a) Deduce the full cost of each of the two products on the basis used at present and, from these, deduce the current selling price.     (10 marks)

b) Deduce the full cost of each product, taking into account of the management accountant’s recent investigation.       (15 marks)

c) What conclusions do you draw?  What advice would you offer the management of the company?      (10 marks)


(Total number of marks = 35)
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