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FORMULAE

Learning curve

Y=ax’
Where y = average cost per batch
a = cost of first batch
x = total number of batches produced

b  =learning factor (log LR/log 2)

LR =the learning rate as a decimal

Regression analysis

y=a+bx
_ nxy- Xx Xy
nZXZ-(ZX)Z
a2y _b2x
n n
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Demand curve

P=a-bQ

Change in price

B Change in quantity

a=priccewhenQ=0
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ALL FIVE questions are compulsory and MUST be attempted

1 LINEACRE CO
Linacre Co operates an activity-based costing system and has forecast the following
information for next year.
Cost Pool Cost Cost Driver Number of Drivers
Production set-ups $105,000 Set-ups 300
Product testing $300,000 Tests 1,500
Component supply and storage $25,000 Component orders 500
Customer orders and delivery $112,500 Customer orders 1,000
General fixed overheads such as lighting and heating, which cannot be linked to any
specific activity, are expected to be $900,000 and these overheads are absorbed on a
direct labour hour basis. Total direct labour hours for next year are expected to be
300,000 hours.
Linacre Co expects orders for Product ZT3 next year to be 100 orders of 60 units per
order and 60 orders of 50 units per order. The company holds no inventories of
Product ZT3 and will need to produce the order requirement in production runs of 900
units. One order for components is placed prior to each production run. Four tests are
made during each production run to ensure that quality standards are maintained.
The following additional cost and profit information relates to product ZT3:
Component cost: $1.00 per unit
Direct labour: 10 minutes per unit at $7.80 per hour
Profit mark up: 40% of total unit cost
Required:
(a) Calculate the activity-based overhead absorption rates for each cost pool.
(4 marks)
(b) Calculate the total unit cost and selling price of Product ZT3. (8 marks)
(c) Discuss the reasons why activity-based costing may be preferred to traditional
absorption costing in the modern manufacturing environment. (8 marks)
(Total: 20 marks)
2 PHARAOH
Pharaoh Ltd manufactures and sells three products with the following selling prices
and variable costs:
Sphinx Pyramid Mummy
£/unit £/unit £/unit
Selling price 3.00 2.45 4.00
Variable cost 1.20 1.67 2.60
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The company is considering expenditure on advertising and promotion of the Sphinx.
It is hoped that such expenditure, together with a reduction in the selling price of the
product, would increase sales. Existing annual sales volume of the three products is:

Sphinx 460,000 units
Pyramid 1,000,000 units
Mummy 380,000 units

If £60,000 per annum was to be invested in advertising and sales promotion, sales of
Sphinx at reduced selling prices would be expected to be:

590,000 units at £2.75 per unit
or 650,000 units at £2.55 per unit
Annual fixed costs are currently £1,710,000 per annum.
Required:
(a) Calculate the current breakeven sales revenue of the business. (4 marks)

(b) Draw a multi-product profit/volume graph, assuming that the advertising and
sales promotion does not go ahead. (10 marks)

(c) Advise the management of Pharaoh Ltd as to whether the expenditure on
advertising and promotion, together with selling price reduction, should be
introduced on Sphinx. (6 marks)

(Total: 20 marks)

3 MOC

MOC makes and sells two types of executive games, ‘Metropolis’ and ‘Hedge Your
Bets’. The company currently has a monopoly for both games. This factor combined
with the high quality of the games and the luxury brand image has resulted in MOC
being able to charge high prices for each of the games.

The management accountant is considering increasing the price for the Metropolis
game and has produced the following information:

At the current selling price of $55 per game, weekly sales of the Metropolis are 900
units.

If the price is increased to $70 per game, weekly demand for the Metropolis will fall to
750 units.

The Hedge Your Bets game is sold in two distinct markets. The management
accountant believes that there should be price discrimination. The price is currently
$80 per game in either market.

Required:

(a) Explain the term ‘price-discrimination’ and discuss the conditions that are
necessary for the successful operation of this pricing strategy. (4 marks)

(b) Find the linear relationship between price (P) and quantity demanded (Q) for
the Metropolis game. (3 marks)
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(c) Calculate the price elasticity of demand (PED) for the Metropolis and
comment on whether the revenue will increase or decrease if the price is
increased from $55 to $70 per game. (3 marks)

(d) Write a report to the management accountant to explain how the pricing
strategy may change if new competitors enter the market. Include, as part of
your answer, a discussion of the different pricing strategies that may be
implemented by MOC or its competitors. (10 marks)

(Total: 20 marks)

4 NEW CONTRACT

You are the management accountant of a publishing and printing company which has
been asked to quote for the production of a programme for the local village fair. The
work would be carried out in addition to the normal work of the company. Because of
existing commitments, some weekend working would be required to complete the
printing of the programme. A trainee accountant has produced the following cost
estimate based upon the resources required as specified by the production manager:

S

Direct materials - paper (book value) 5,000

- inks (purchase price) 2,400
Direct labour - skilled 250 hours @ $4.00 1,000

- unskilled 100 hours @ $3.50 350
Variable overhead 350 hours @ $S4.00 1,400
Printing press depreciation 200 hours @ $2.50 500
Fixed production costs 350 hours @ $6.00 2,100
Estimating department costs 400
Total 13,150

You are aware that considerable publicity could be obtained for the company if you
are able to win this order, and the price quoted must be very competitive.

The following notes are relevant to the cost estimate above:

(1)  The paper to be used is currently in stock at a value of $5,000. It is of an unusual
colour which has not been used for some time. The replacement price of the
paper is $8,000, whilst the scrap value of that in stock is $2,500. The production
manager does not foresee any alternative use for the paper if it is not used for
the village fair programmes.

(2)  The inks required are not held in stock. They would have to be purchased in
bulk at a cost of $3,000. 80% of the ink purchased would be used in printing the
programmes. No other use is foreseen for the remainder.

(3)  Skilled direct labour is currently at full capacity but additional labour can be
hired. To accommodate the printing of the programmes, 50% of the time
required would be worked at weekends, for which a premium of 25% above the
normal hourly rate is paid. The normal hourly rate is $4.00 per hour.
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(4)  Unskilled labour is presently under-utilised, and at present 200 hours per week
are recorded as idle time. If the printing work is carried out at a weekend, 25
unskilled hours would have to occur at this time, but the employees concerned
would be given two hours time off (for which they would be paid) in lieu of each
hour worked.

(5) Variable overhead represents the cost of operating the printing press and
binding machines.

(6) When not being used by the company, the printing press is hired to outside
companies for $6.00 per hour. This earns a contribution of $3.00 per hour.
There is unlimited demand for this facility.

(7)  Fixed production costs are those incurred by and absorbed into production,
using an hourly rate based on budgeted activity.

(8)  The cost of the estimating department represents time spent in discussions with
the village fair committee concerning the printing of its programme.

Required:

(a) Prepare a revised cost estimate using a relevant cash flow approach, showing
clearly the minimum price that the company should accept for the order. Give
reasons for each resource valuation in your cost estimate. (16 marks)

(b)  Explain the relevance of opportunity costs in decision making. (4 marks)

(Total: 20 marks)

5 QP

QP is a food processing company that produces pre-prepared meals for sale to
consumers through a number of different supermarkets. The company specialises in
three particular pre-prepared meals and has invested significantly in modern
manufacturing processes to ensure a high quality product. The company is very aware
of the importance of training and retaining high quality staff in all areas of the
company and, in order to ensure their production employees’ commitment to the
company, the employees are guaranteed a weekly salary that is equivalent to their
normal working hours paid at their normal hourly rate of $7 per hour.

The meals are produced in batches of 100 units. Costs and selling prices per batch are

as follows:
Meal TR PN BE
S/batch S/batch S/batch

Selling price 340 450 270
Costs:

Ingredient K (S5/kg) 150 120 90
Ingredient L (510/kg) 70 90 40
Ingredient M ($15/kg) 30 75 45
Labour ($7/hour) 21 28 42
Factory costs absorbed 20 80 40

QP has adopted throughput accounting for its short-term decisions.

KAPLAN PUBLISHING ACCARCHT M 231 PRAEZE 2 mock qg 1392576201 7



ACCA F5: PERFORMANCE MSRIRGERABN P ~I i BRE 1L mock qq 1392576201

Required:

(a) State the principles of throughput accounting and the effects of using it for
short-term decision making. (5 marks)

QP is preparing its production plans for the next three months and has estimated the
maximum demand from its customers to be as follows:

TR 500 batches
PN 400 batches
BE 350 batches

These demand maximums are amended figures because a customer has just delayed
its request for a large order and QP has unusually got some spare capacity over the
next three months. However, these demand maximums do include a contract for the
delivery of 50 batches of each to an important customer. If this minimum contract is
not satisfied, then QP will have to pay a substantial financial penalty for non-delivery.

The Production Director is concerned at hearing news that two of the ingredients used
are expected to be in short supply for the next three months. QP does not hold
inventory of these ingredients and, although there are no supply problems for
ingredient K, the supplies of ingredients L and M are expected to be limited to:

Ingredient L 7,000 kilos
Ingredient M 5,000 kilos

The Production Director has researched the problem and found that ingredient V can
be used as a direct substitute for ingredient M. It also costs the same as ingredient M.
There is an unlimited supply of ingredient V.

Required:

(b) Prepare calculations to determine the production mix that will maximise the
profit of QP during the next three months and calculate the total throughput
at this profit maximising point. (9 marks)

The World Health Organisation has now announced that ingredient V contains
dangerously high levels of a chemical that can cause life-threatening illnesses. As a
consequence it can no longer be used in the production of food.

As a result, the production director has determined the optimal solution to the
company’s production mix problem using linear programming. This is set out below:

Objective function value 110,714
TR value 500
PN value 357
BE value 71
TR slack value 0
PN slack value 43
BE slack value 279
L shadow price value 3
M shadow price value 28
Required:

(c) Briefly explain the meaning of each of the values contained in the above
solution. (6 marks)

(Total: 20 marks)

8 ACCAR BT b4 4210 VR340 mock qq 1392576201 KAPLAN PUBLISHING




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


