Solution to Exercise 2
	
	Machining
	Assembly

	Overheads
	£100,000
	£150,000

	Hours
	1  1,000 + 2  2,000  = 5,000
	1  1,000 + ½  2,000 + 4  500 = 4,000

	OAR
	£20 per hour
	£37.50 per hour



	Apply to product:
	Machining
	Assembly
	Total

	A
	£20
	£37.50
	£57.50

	B
	£40
	£18.75
	£58.75

	C
	0
	£150.00
	£150.00


Solution to Exercise 5
Overhead analysis sheet
	Overhead
	Basis of apportionment
	Assembly
	Finishing
	Maintenance
	Canteen
	Total

	
	
	£
	£
	£
	£
	£

	Indirect materials
	Allocated
	7,000
	8,000
	3,000
	2,000
	20,000

	Rent
	Area
	3,750
	7,500
	1,875
	1,875
	15,000

	Electricity
	Kw Hours
	2,750
	4,500
	1,975
	775
	10,000

	Machine depreciation
	Machine value
	2,250
	1,750
	550
	450
	5,000

	Indirect labour
	Allocated
	1,600
	2,220
	11,200
	1,500
	16,520

	Total
	
	17,350
	23,970
	18,600
	6,600
	66,520

	Canteen
	Employees
	2,200
	3,300
	1,100
	(6,600)
	-

	Sub-total
	
	19,550
	27,270
	19,700
	0
	66,520

	Maintenance
	% time
	11,820
	7,880
	-
	-
	-

	Total
	
	31,370
	35,150
	0
	0
	66,520





OAR = 		
	£9.88	£9.25
Product A overheads	£2.47	£4.625



Solution to Exercise 5 (revised)
	Overhead
	Assembly
	Finishing
	Maintenance
	Canteen
	Total

	
	£
	£
	£
	£
	£

	Total from above
	17,350
	     23,970
	18,600
	6,600
	   66,520

	Canteen
	2,200
	       3,300
	1,100
	(6,600)
	-

	Maintenance
	9,850
	     7,880
	(19,700)
	1,970
	-

	 Canteen
	657
	  985
	328
	(1,970)
	-

	Maintenance
	164
	          131
	(328)
	33
	-

	Canteen
	11
	            17
	5
	(33)
	-

	Maintenance
	3
	              2
	(5)
	0
	-

	Total
	30,235
	     36,285
	0
	0
	   66,520


























Solution to Exercise 6
(a)	
	Item
	Basis
	Machining
	Assembly
	Finishing
	Maintenance
	Total

	
	
	£000
	£000
	£000
	£000
	£000

	Indirect wages
	Allocated
	10
	6
	8
	30
	54

	Indirect materials
	Allocated
	15
	4
	8
	20
	47

	Power
	Machine hours
	80
	10
	12
	-
	102

	Light and heat
	Floor areas
	5
	2
	1.5
	1.5
	10

	Depreciation
	NBV of assets
	4
	1.6
	0.6
	0.8
	7

	Rent and rates
	Floor area
	12.5
	5
	3.75
	3.75
	25

	Personnel
	Employees
	18
_____
	12
_____
	24
_____
	9
_____
	63
___

	
	
	144.5
	40.6
	57.85
	65.05
	308

	Apportion maintenance (6:2:2)
	
	39.03
_____
	13.01
_____
	13.01
_____
	(65.05)
_____
	-
___

	
	
	183.53
_____
	53.61
_____
	70.86
_____
	Nil
_____
	308
____


(b)	Comparing the labour and machine hours for each department shows that the machining department is machine intensive and the other departments are labour intensive.
Absorption rates
Machine department - rate per machine hour


 =  = £4.588/machine hour.
Assembly department - rate per labour hour


 =  = £6.701/labour hour.
Finishing department - rate per labour hour


 =  = £4.429/labour hour.









SOLUTIONS TO END OF SESSION MULTIPLE CHOICE QUESTIONS
1	D A is spurious, B is absorption and C is allocation.  The correct answer is D.
2	C
	Overhead
	P1
	P2
	S1
	S2

	Allocated and apportioned 
	257
	378
	107
	78

	S2 
	26
	39
	13
	-78

	
	
	
	120
	0

	S1
	80
	40
	-120
	

	
	363
	457
	0
	




3	A OAR =  =  = £17.50
4.       D
	Overhead absorbed = 7,928  £17.50 	= £138,740
Actual overhead 	= £146,200
Under-absorption 	= £7,460
5	A Under-or over-absorption is calculated by comparing ACTUAL hours  OAR with ACTUAL overheads.  Since budgets do not feature in this calculation B, C and D must be wrong!
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