Marginal and Absorption Costing Questions – Week 6
1) A company has budgeted production of 500 X’s and 300 Y’s next year. Y’s take twice as long to make as X’s.

Total fixed overheads are expected to be £102,000.

Costs relating to the X are budgeted at:

Materials

3,000 kg

£24,000

Labour

2,000 hours

£40,000

Fixed overheads are to be absorbed on an hourly basis. 

In addition to the above some material normally goes to waste, this is expected to amount to 10% of materials purchased.

What is the absorption cost per unit of X?

A
£225.52

B
£226.05

C
£260.30

D
£260.83

2) A company’s production and sales were budgeted at 300 units.
Actual production was 315 but sales were only 295.

The marginal cost profit was:
	
	£
	£

	Sales
	
	64,900

	Cost of sales:
	
	

	Materials
	15,750
	

	Labour
	15,750
	

	
	31,500
	

	Closing stock
	2,000
	(29,500)

	Gross profit
	
	35,400

	Fixed overheads
	
	(9,000)

	Operating profit
	
	26,400


All costs were in line with expectations.

There was no opening stock.

What would the under/over absorption of overheads have been if the company had used absorption costing?

A
£150
under absorbed

B
£150
over absorbed

C
£450
under absorbed

D
£450
over absorbed

3) A company is considering improving its quality system leading to an improved reputation and eventually a higher selling price.

Its current costs are shown below:

	
	Old System
	New System

	Total demand
	3,600 units
	3,600 units

	Defective production
	20%
	10%

	Labour cost per unit produced
	£35
	£43

	Total material per unit
	3.2 kg
	3.5 kg

	Price per kg of material
	£3.20
	£3.95

	Overheads
	£18,000
	£29,560


Which of the following is closest to the increase in selling price needed to justify this change?

A
£3.20

B
£9.80

C
£11.40

D
£15.00

4) A company budgeted to produce and sell equal numbers of units. In fact production was above budget whilst sales were below budget.

Which of the following statements about marginal costing and absorption costing profits is most likely to be true?

A
Absorption costing profits will be higher than marginal costing profits

B
Absorption costing profits will be equal to marginal costing profits

C
Absorption costing profits will be lower than marginal costing profits

D
Absorption costing profits could be higher or lower or equal to marginal costing profits
5) The following are claimed to be advantages of marginal costing over absorption costing:

(i) Marginal costing avoids arbitrary sharing of costs.

(ii) Marginal costing is better for short-term decision-making.

(iii) Marginal costing avoids profit distortions due to stock fluctuations.

Which of these claims are substantially true?

A
(i) and (ii) only

B
(ii) and (iii) only

C
(i) and (iii) only

D
all of them

6) The following details have been extracted from the budget papers of LK plc. for June 2003:

	Selling price per unit
	£124

	Variable production costs per unit
	£54

	Fixed production costs per unit
	£36

	Other variable costs per unit
	£12

	Sales volume
	12,500 units

	Production volume
	13,250 units

	Opening stock of finished items
	980 units 


If budgeted profit statements were prepared by using absorption costing and then by using marginal costing,

A
Marginal costing profits would be higher by £27,000

B
Absorption costing profits would be higher by £27,000

C
Absorption costing profits would be higher by £35,000

D
Absorption costing profits would be higher by £62,000

7) The following are the results of last year’s production:

	Budgeted overheads
	£8,000

	Budgeted production
	4,000 units

	Actual overheads
	£8,500

	Actual production
	3,800 units


What is the over/under absorption?

A
£500 under absorption

B
£500 over absorption

C
£900 under absorption

D
£900 over absorption

8) A company’s cost card is shown below:-

	
	£

	Materials
	10.00

	Labour
	15.00

	Fixed overheads
	8.00

	
	33.00

	Variable selling costs
	7.00

	
	40.00

	Selling price
	50.00

	Profit
	10.00


Last year 4,000 units were produced, of which 3,750 were sold. Actual fixed overheads were £28,000. There was no opening stock.

Calculate the profits under marginal costing and absorption costing, and reconcile them.

9) In what situations is absorption costing more appropriate than marginal costing?

Are there any situations where marginal costing is more appropriate?
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