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Question 1: Please identify the choice that best completes the statement or answers the question

1. The relationship between cost and activity is called: 
A. Cost estimation. 
B. Cost prediction.
C. Cost behaviour. 
D. Cost analysis.
E. Cost approximation.


2. A cost which has both a fixed and variable component is called: 
A. Step-fixed cost. 
B. Step-variable cost. 
C. Semi-variable cost. 
D. Curvilinear cost. 
E. Discretionary cost.

3. A manufacturer plans to increase production within the relevant range of activity. What behaviour can the company expect for each of the following?

Fixed cost per unit 	Variable cost per unit
A. 	No change 	No change
B.	No change 	Increase
C. 	Increase 		No change
D.	Decrease 	Increase
E.	Decrease 	No change 


4. Costs that remain fixed over wide ranges of activity, but jump to a different amount outside that range are called:
A. Step-fixed costs. 
B. Step-variable costs.
C. Semi-variable costs.
D. Curvilinear costs. 
E. Committed fixed costs.

5. The fixed costs per unit are £10 when a company makes 10,000 units. What are the per unit fixed costs when 12,500 units are produced?
A. £12.00.
B. £10.00.
C. £ 8.00. 
D. £ 6.00.
E. £ 4.00.

6. The variable costs per unit are £4 when a company makes 10,000 units. What are the per unit variable costs when 8,000 units are produced?
A. £6.00.
B. £4.00. 
C. £4.50. 
D. £5.50. 
E. £5.00.


Question 2: 
Bowen plc provides a call centre service to a number of utility and financial services customers. It has four separate call centre buildings plus a head office. Many of the telephone staff are students and casual employees who are paid weekly, on an hourly basis. Their contracts state that Bowen plc has no duty to provide them with work. The telephone staff are managed by permanent supervisors and managers. Although there are no direct material costs as such the company incurs telephony charges which are directly related to the number of calls it handles. There is a central computerised exchange which routes the calls received.

	Which of the following costs would you classify as fixed costs?

	1	Lease charges for the buildings
	2	Telephone staff costs
	3	Supervisor and management costs
	4	Telephony charges
	5	Computer exchange lease costs

	A	1, 3 and 4
	B	2 and 4
	C	1, 3 and 5
	D	All of them


	Which of the costs would you classify as variable costs?

	A	1, 3 and 4
B	2 and 4
	C	1, 3 and 5
	D	All of them
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Which of the following descriptions best suits the graph?

A	Total fixed costs
B	Total variable costs
C	Variable costs/unit
D	Fixed costs/unit
	
	
	
	



Question 3

Maximis plc is considering two indivisible projects for investment. The company has secured £600,000 as loan. Project A requires £350,000 as capital while project B requires £300,000. The company has estimated the cost of capital to be 12%. From the forecast, the following are cash flows expected from the projects.

Year			Project A		Project B
				£			£
1			80,000			100,000
2			100,000		90,000
3			130,000		80,000
4			100,000		120,000
5			50,000			80,000

Required, 

i. Estimate the payback periods
ii. Calculate the NPV
iii. Calculate the IRR
iv. Based on the above, advise the company which project to invest.






Question 4

XYZ ltd produces two types of doors (Standard & Deluxe) with a selling mix of 60% and 40% respectively. XYZ ltd expects the sales in the current year to increase from last year. The previous year’s data are summarised below:
                                                        
                                                              Standard                              Deluxe
Selling price                                               120                                      196
Direct Materials                                           40                                       60
Direct Labour Hours                                     5 hours                               3 hours
Direct labour rate/Hour                                  £7                                      £7 
Variable selling cost                                       £10                                    £15                                         


	In addition, the total 	fixed production costs were £60,000	 & Fixed selling and administrative costs were £31,500							    £


REQUIRED:

a. Calculate the weighted average contribution margin.
b. Calculate the break-even point in units for each product.
c. For each product, calculate the required sales to earn in total £30,500 profits. 
d. What is the margin of safety and as a percentage for the level of sales determined in the requirement c?
e. How many total additional units must be sold to cover the extra cost of fixed advertising of £12,200 and what is the break-even point in unit after considering the additional fixed costs?


