Q3. '
ABC Ltd has a single production Process for which the following costs have
been estimated for the period ending 31 December 1982:

-

Materisl receipt and inspection cost 158,800
Power cost 18,500
Material handling cest 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 1992: ;
: Product ¥ Product Y Product Z

Production guantity (units) 2,000 1,500 800
Batches of material 10 ' 5 16

“Data per product unit:

.Diréct material (sg. metres) -4 & 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 inspettion, process power and
material handling are presently each absorbed by product units using rates
per direci labour hour .

An activity basad costing investigation has revealed that the cost drivers
for the overhead costs are as follows:
Maiterial receipt and inspection: rnumber of batcl.es of material.
Process powsr: number of power drill operations.
Matsrial handling: quantity of material (sq. metres) handled

{a) Prepare a summary which shows the budgeted product cost per unit for
each of products ¥, Y and Z for the pericd ending 31 December 1882
detailing the unit costs for each cost elament:

(i) wusing the existing method for the absorption of overhead costs
and (1i). using aciivity based costing.

(16 marks?
(b Explaln the relevance of cost drivers in activity based costing. Make
use of (igurss from th= summary statement preparad in (2) to illusirate
your ANSwW:r
(4 marks)

{Total 20 margs)
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ecinlist manufecturer of compenents in the eleclronics industry hos
1 of fered 8 contract to supply 800 idenlicsl components over the next
welve months., The data relating to the production of each component is os
follows: & - :

Material recuired : _
" Material Al: 4 kg - ‘see note I

Material A2: 2 kg - .- . see note 2
Part Ne. 479: [ = =T ses noite 3
Notes

!. Material Al is in continuous use by the company. Current stock fs 2,000
-kg at a book value of £10,70 per kg but 1t is known that future purchases
will cost £12.50 per kg. - : : ' g
2. h stock of 1,200 kg of material AZ is held. The original cost of this
material was £8.30 per kg and future purcheses will cost £7.00 per kg, As
the matérial has not been required for the last two years it has been '
written down to £4.50 per kg scrap value. The only forseesble alternative
use is &s a substitute for materisl A4 (Ln current use) but this would
involve further processing costs of £2.60 per kg.' The current cost of
material A4 is £4.60 per kg, ' ‘ : '

3. It is estimated that the Part No. 479 could be bought for £70 each.
Labouf reguirements

Each component would require six hours of skilled labour and four hours of
semi-skilled. An employee pozsessing the necessary skills ie available and -
is currently paid 26 per hour. 4 replecement would, however, have ‘o be
obtained gt a rate of £5 per hour for the work which would otherwiss be
done by the skilled employee, The current rate for semi~skilled work is
per hour and an &additional emplgyee could be appointed for this work

th
~

Overhead

Th= company absorbs overhsad by a machine hour rate, currently £25 per hour
of wnich £9 is for variable overhesd and £16 for fixed overhead. I{f this
contract is undertaken it is estimated that fixed costs will increase for

the duration of the contract by £5,200. Spare machine capacity is available
and =zch component would raquire six machine hours. :

A price of £240 per componarnt has bezn suggestad by the offering company.

(1) State whether or not the contract should be accepted and support your
conclusion with appropriate figures for presentation to managsment.

(11} Comment briefly on three factors which managemsnt ought to considar
and which may influence their dacision.



Multi-product Analysis

So far only single product situations have been considered. However if a number of products
are produced in a constant ratio the same analysis can be carried out using an average
contribution rate equivalent to 3 single product. If the analysis is carried out graphically then
it can be shown as an average or by showing each product's contribution to sales ratio.

A department has fixed costs of £50,000 pa and has three products, the budgeted sales and
contribution of which are:

Product Sales Contribution
£ £
A 150,000 30,000
B 40,000 20,000
C 60,000 25,000

Determine the break-even sales.

The weighted average PV ratio =

Hence the break-even sales =

This can be shown graphically as follows:



L _ i : ' ;
ABC Quarries Ltd manufactures three types of brick, Engineering, Facing and
Common. Budgeted sales of pallets of these bricks for the next month are as
follows:~ : : : '

Brick  ~  Quantity . Price (£)
Engineering = 3,000 © . 100
Facing = | . 5,008 . T 140

‘Common - - 7,000 . 7 80

Clay, shale and brickearth are used in the manufacture of these bricks and
their costs and quantities are:-

. Fagk s Clay Shale Brickearth
Material unit cost (£33 S 5
- Units used per pallet: bk Y i
Engineering N ALy ‘
Faelng: o, 0= a0 5 . 3 1

L

Commen - - o c RS LR - S |

Two‘typés'of labour are"used; loaders and machinists. The hdurly rates and
standard pallet times for each type of brick are:- : :

: : : , Loaders: Machinists
Hourly fate . " . "o .- g5 @] 26
- Standard pallet time (mins) * = '
Engineering PR T ™ : - 20
Facing D RN T e 307

Common ' ™ 5 . e 0 o el gk 10.

Production overheads, which ars absorbed:intq product costs on a direct
labour: hours basis, are budgsted as follows: -

: ; _ £
Building occupancy = - o 33,850
. Equipment utilization . . 12, 170
. Personal services . AR e ARG
. ‘Materials handling - : . .9,340
. Production planning and control 3.790
’ W Ry Total : . 82,300

Stocks at the beginning of. the month are expected to be:-

Finished bricks . Quantity (pallets)

Engineering ; 1,000

Facing _ o - 2,000

Common - T 3,000

Materials Quantity (units) C Unit cost (£)
Clay . ' 40,000 12.50
Shale ; 20,000 ; ; 4,00

Brickearth = 10,000 4.50

The company plans an increase of 10% in quantities of finished bricks held
at the snd of the month, and a reduction of 20% in the quantities of
materials. The FIFO system of stock evaluation iz used by the company.



