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DEPARTMENT OF ACCOUNTING AND FINANCE

Accounting 6
40 209

	Thursday 1st June 2006
	

2.00pm – 4.00pm   (2 hours)


Answer TWO questions from Section A and ONE from Section B

Calculators must not be used to store text and/or formulae nor be capable of communication. Invigilators may require calculators to be reset

SECTION A
Answer TWO questions from this section

QUESTION 1

Dawson Holidays Ltd markets three main types of holiday: Packages, Tailored and Cruises.  The following estimates are available for 2007:

	
	Revenue

£
	Variable

Costs

£
	Wages

£
	Selling

Costs

£
	Admin

costs

£

	Packages
	80 000
	16 000
	28 000
	12 000
	6 000

	Tailored
	220 000
	90 000
	50 000
	30 000
	10 000

	Cruises
	105 000
	40 000
	34 000
	14 000
	8 000

	Totals
	405 000
	146 000
	112 000
	56 000
	24 000


Additional Information

1 40% of the wages cost is a fixed general company cost, representing the salaries of sales and office staff, and is apportioned to each of the three areas of operation; the balance represents sales commission which, being variable with revenue, is specifically attributable to the different types of holiday.

2 Selling costs are fixed, with 30% being specific to the particular type of holiday and the remainder being an apportionment of general costs.

3 Admin costs are general costs which are apportioned to each type of holiday.
Required

(a) Prepare a marginal costing statement showing the contribution of each type of holiday to the firm’s general costs, the firm’s total contribution and profit.

(20 marks)

(b) The managing director has suggested that a sales campaign be undertaken next year in order to improve the profitability of the package holidays.  It is estimated that this campaign would result in the following increases in next year’s package holiday estimates:


revenue 30% 

variable costs 15%

specific selling costs £10,000

On the basis of package holidays’ contribution to the firm’s general costs, advise whether the sales campaign is financially worthwhile.

(8 marks)

(c) Explain how marginal costing differs from absorption costing and discuss how these costing systems are used in management and financial accounting.

(12 marks)

 (Total 40 marks)

QUESTION 2

Coral Healthcare Company (CHC) operates a general hospital, but rents space and beds to separately owned entities rendering specialised services such as paediatrics and physiotherapy. CHC charges each separate entity for common services such as patients’ meals and laundry, and for administrative services such as billings and collections. Space and bed rentals are fixed charges for the year (based on bed capacity).

CHC charged the following costs to paediatrics for the year ended 30 June 2006:

	
	Patient Days
	Bed Capacity

	
	(Variable)
	(Fixed)

	
	£
	£

	Dietary
	600,000
	

	Janitorial
	
	70,000

	Laundry
	300,000
	

	Laboratory
	450,000
	

	Pharmacy
	350,000
	

	Repairs and maintenance
	
	30,000

	General and administrative 
	
	1,300,000

	Rent
	
	1,500,000

	Billing and collections
	300,000
	

	Totals
	2,000,000
	2,900,000


During the year ended 30 June 2006, paediatrics charged each patient an average of £300 per day, had a capacity of 60 beds, and had revenue of £6,000,000 for 365 days.

In addition, paediatrics directly employed the following personnel at the specified annual salaries: supervising nurses, £25,000; nurses, £20,000; and auxiliaries, £9,000. CHC has the following minimum departmental personnel requirements based on total annual patient days:

	Annual patient days
	Auxiliaries
	Nurses
	Supervising

Nurses

	Up to 21,900
	20
	10
	4

	21,901 to 26,000
	26
	13
	4

	26,001 to 29,200
	30
	15
	4


These staffing levels represent full-time equivalents. Paediatrics always employs only the minimum number of required full-time equivalent personnel. Salaries of supervising nurses, nurses, and auxiliaries are therefore fixed within ranges of annual patient days.

Paediatrics operated at 100% capacity for 90 days during the year ended 30 June 2006. It is estimated that during these 90 days the daily demand exceeded capacity by 29 patients. CHC has an additional 20 beds available for rent for the year ending 30 June 2007. Such additional rental would increase paediatrics’ fixed charges based on bed capacity.

Question continues on next page

Question 2 Continued

Required

(a) Calculate the minimum number of patient days required for paediatrics to break even for the year ending 30 June 2007, if the additional 20 beds are not rented. Patient demand is unknown, but assume that revenue per patient day, cost per patient day, cost per bed, and salary rates will remain the same as for the year ended 30 June 2006. 

(15 marks)

(b) Prepare a schedule of increase in revenue and increase in costs for the year ending 30 June 2007, in order to determine the net increase or decrease in earnings from the additional 20 beds if paediatrics rents this extra capacity from CHC. 

Assume that:

- patient demand,

- revenue per patient day

- cost per patient day

- cost per bed

- salary rates

for the year ending 30 June 2007 remain the same as for the year ended 30 June 2006. 

(10 marks)

(c) In the context of Coral Healthcare Company discuss the assumptions used in cost-volume-profit analysis.

(15 marks)

(Total 40 marks)

QUESTION 3

Tay Heating manufactures hot water cylinders for central heating systems. They want to tender for a special order of 2,000 hot water cylinders for a house building company. If Tay Heating is successful there is a possibility of many more orders. As the management accountant of Tay Heating, you have prepared a standard cost schedule for the order as follows:-

	Materials:

Steel 1000kg at £26 per kg

Copper 250kg at £44 per kg

Labour:

2000 x 0.5 hours at £10 per hour

Overheads:
Variable 1000 hours at £2.50

Fixed 1000 hours at £20.50

Total standard cost of batch
	£

26,000

11,000

10,000

2,500

20,500

70,000


You are also aware of the following additional information:-

(i) Steel is ordered twice a week and very low stocks are kept.  A price rise to £30 per kg is expected imminently.

(ii) Copper is now rarely used by Tay Heating and this batch of 250 kg is the last in stock and it had been purchased for £44 per kg.  Tay Heating had been hoping to sell it to another manufacturer for £32 per kg as it foresaw no further use for it.

(iii) Tay Heating is not working at full capacity at present and this job could be fitted in with other production.  However, if the job is taken, maintenance work that the direct labour would have carried out will have to be undertaken by an outside contractor who will charge £15,000.

(iv) Variable overheads in the standard cost schedule above are allocated using standard labour hours. Variable overheads for this particular job are estimated at £1.50 per hot water cylinder.

(v) Fixed costs in the standard cost schedule above are allocated using standard labour hours. The estimated increase in existing fixed costs if this job were taken is £4,500.

(vi) The sales department estimate that this job will cause them to incur an additional £2,000 to secure the contract.

Required

(a) Define and describe what is meant by an ‘opportunity cost’.

(6 marks)

(b) Prepare a statement showing the minimum price that Tay Heating could bid to secure this job and not be financially worse off. Give reasons for the costs you include in the statement.

(24 marks)

(c) Discuss the assumptions that you have made in your answer to part (b).

(10 marks)

(Total: 40 marks)

SECTION B
Answer any ONE question from this section.

Question 4

(a) Discuss the advantages and disadvantages of using a standard costing system.

(10 marks)

(b) Discuss the behavioural issues to be considered when selecting the level of performance to be incorporated into cost standards.

(10 marks)

(Total 20 marks)

QUESTION 5

It may be argued that Activity Based Costing directs management attention to areas which are often obscured by traditional costing. Describe these areas and explain how ABC highlights them for management.
 (Total 20 marks)

QUESTION 6

Discuss the main criticisms of ‘traditional’ budgeting and describe how these criticisms may be overcome.

(Total 20 marks)
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