	[bookmark: _GoBack][image: TSD_corp_logo2013_mono]



LOCATION Swansea 
	



LLEOLIAD  abertawe

	LEVEL 5
	LEFEL 5

	EXAMINATION PERIOD
	CYFNOD ARHOLIADAU

	May 2015 
	Mai 2015




MODULE CODE: M5X00854
Management Accounting - Resit

TIME:  3 HOURS 
answer all 3 questions

Equipment or materials required – Non programmable calculators are permitted 
Adnoddau neu ddefnyddiiau sydd eu hangen – caniateir cyfrifianellau nad ydych yn gallu eu rhaglennu


* Students are allowed to take into the exam room 2 sides of A4 printed notes
    Caniateir i fyfyrwyr gymryd 2 ochr A4 o nodiadau wedi'u printio
 
Formula Sheets Provided 
            Darperir Taflenni Fformiwla








BEGIN EXAM QUESTIONS HERE!

QUESTION ONE

Bond Co manufactures three products, X, Y, Z.  Demand for products X and Y is relatively elastic whilst demand for product Z is relatively inelastic.  Each product uses the same materials and the same type of direct labour but in different quantities.  For many years, the company has been using full absorption costing and absorbing overheads on the basis of direct labour hours.  Selling prices are then determined using cost plus pricing.  This is common within this industry, with most competitors applying a standard mark-up.

Budgeted production and sales volumes for X,Y and Z for the next year are 22,000 units, 14,000units and 22,000units respectively.

The budgeted direct costs of the three products are shown below:

Product			       X		                  Y		               Z
				$ per unit 		$ per unit		$ per unit 
Direct materials 		       26		        27		       23	
Direct Labour ($12 per hour)     29		        37		       23	

In the next year, Bond Co also expects to incur production costs of $1,377,400, which are analysed as follows:

Cost Pools 			$		Cost Drivers 
Machine set up costs	280,000	Number of batches 
Material ordering costs	316,000	Number of purchase orders 
Machine running costs 	420,000	Number of machine hours 
General facility costs	361,400	Number of machine hours 
			         1,377,400

The following additional data relate to each product:

Product			  X		   Y		  Z	
Batch size (units)			500		 800		400
No of purchase orders per batch	    4		     5		    4
Machine hours per unit 			 1.5		1.25	   	 1.4

Bond Co wants to boost sales revenue in order to increase profits but its capacity to do this is limited because of its use of cost plus pricing and the application of the standard mark-up.  The finance director has suggested using activity based costing (ABC) instead of full absorption costing, since this will alter the cost of the products and may therefore enable a different price to be charged.

Required:

(a)	Calculate the budgeted full production cost per unit of each product using Bond Co’s current method of absorption costing.  All workings should be to two decimal places.		 		(6 marks)

(b)	Calculate the budgeted full production cost per unit of each product using activity based costing.  All workings should be to two decimal places.   								  (14 marks)


(c)	Discuss the impact on the selling prices and the sales volumes OF EACH PRODUCT which a change to activity based costing would be expected to bring about.						(10 marks)


 (Total = 30 marks)





QUESTION TWO

Pat Co has developed a new type of luxury car seat.  The estimated labour time    for the first unit is 12 hours but a learning curve of 80% is expected to apply for the first eight units produced.  The cost of labour is $15 per hour.  The cost of materials and other variable overheads is expected to total $230 per unit.

Pat Co plans on pricing the seat by adding a 40% mark-up to the total variable cost per seat, with the labour cost being based on the incremental time taken to produce the 8th Unit.

Required:

(a) 	Calculate the price which Pat Co expects to charge for the new seat.  
         (10 marks)

(b)	The first phase of production has now been completed for the new car seat.  The first unit actually took 12.5 hours to make and the total time for the first eight units was 34.3 hours, at which point the learning effect came to an end.  Pat Co are planning on adjusting the price to reflect the actual time it took to complete the 8th unit.

Required:

(i) 	Calculate the actual rate of learning and state whether this means that the labour force actually learnt more quickly or less quickly than expected.									(8 marks)

(ii)	Briefly explain whether the adjusted price charged by Pat Co will be higher or lower than the price you calculated in part (a) above. You are NOT required to calculate the adjusted price.			(4 marks)

(iii)	Comment on the usefulness of the learning curve in cost estimation.
											(8 marks)


									        (Total = 30 marks)





QUESTION THREE

Delicious Cakes make cakes, which are sold directly to the public.  The new product manager has argued that the business should use only organic ingredients in its cake production.  Organic ingredients are more expensive but should produce a product with an improved flavour and give health benefits for the customers.  It was hoped that this would stimulate demand and enable an immediate price increase for the cakes.

Delicious Cakes operates a responsibility based standard costing system which allocates variances to specific individuals.  The individual managers are paid a bonus only when net favourable variances are allocated to them.

The new organic cake production approach was adopted at the start of March 2015, following a decision by the new production manager.  No change was made at that time to the standard costs card.  The variance reports for February and March are shown below (Fav = Favourable and Adv =Adverse)

Manager responsible	Allocated 				   February          March 
Variances				   Variances 	  Variances 
Production Manager 	
	Material price (total for all ingredients)  	     25 Fav	   2,100 Adv   
	Material mix 				       0   		      600 Adv
	Material Yield 				     20 Fav	      400 Adv

Sales Manager	
	Sales price				     40 Adv	   7,000 Fav 
	Sales contribution volume 		     35 Adv	   3,000 Fav

The production manager is upset that he seems to have lost all hope of a bonus under the new system.  The sales manager thinks that the mew organic cakes are excellent and is very pleased with the progress made.

Delicious Cakes operate a JIT stock system and holds virtually no inventory.

Required:

(a) 	Assess the performance of the production manager and the sales manager and indicate whether the current bonus scheme is fair to those concerned.								      			(15 marks)
								
In April 2015 the following data applied:

Standard cost card for one cake (not adjusted for the organic ingredient change) 
Ingredients 							Kg			$
Flour 								0.10			0.12 per kg
Eggs 								0.10			0.70 per kg
Butter 								0.10			1.70 per kg 
Sugar 								0.10			0.50 per kg 
Total input 							0.40	
Normal loss(10%)					           (0.04)	
Standard Weight of a cake 					0.36
Standard sales price of a cake 							0.85
Standard contribution per cake after all variable costs 				0.35

QUESTION THREE CONTINUED…………….

The budget for production and sales in April was 50,000 cakes.  Actual production and sales was 60,000 cakes in the month, during which the following occurred:

Ingredients used				    Kg 				        $
Flour 						  5,700				     $741
Eggs 						  6,600				  $5,610
Butter 						  6,600				$11,880
Sugar 					              4,578				  $2,747
Total input 					23,478				$20,978
Actual loss 					(1,878)		
Actual output of cake mixture 		21,600				
Actual sales price of a cake 							    $0.99

All cakes produced must weigh 0.36 kg as this is what is advertised.

Required:

(b)  Calculate the material price, mix and yield variances and  the sales price and sales   contribution volume variances for April.  You are not required to make any comment on the performance of the managers.
										         (25 marks)

									         (Total = 40 marks)
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