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INSTRUCTIONS TO CANDIDATES

Read this page before you look at the questions

You are allowed three hours to answer this question paper.

Answer the ONE question in Section A (this has 10 sub-questions and is on pages 2 – 8).

Answer the ONE question in Section B (this is on pages 10 and 11).

Answer ONE question ONLY from Section C (these questions are on pages 12 – 15).

Answer ONE question ONLY from Section D (these questions are on pages 16 and 17).

Maths Tables and Formulae are provided on pages 19 – 21.

Write your full examination number, paper number and the examination subject title in the
spaces provided on the front of the examination answer book. Also write your contact ID and
name in the space provided in the right hand margin and seal to close.

Write your full examination number on the special answer sheet for Section A which is on page
3 of this question paper booklet.

Detach the sheet from the booklet and insert it into the examination answer book before you
hand it to the invigilator.

Tick the appropriate boxes on the front of the answer book to indicate which questions you
have answered.
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SECTION A – 20 MARKS
ANSWER ALL TEN SUB-QUESTIONS – 2 MARKS EACH

Question One

1.1 GA is the Project Manager of X Ltd where he earns an annual salary of $60,000. He has
just identified an unexpected opportunity to undertake an extra project that he could
supervise within his existing workload. The project would take one month to complete.

The project would also need a Marketing Manager, but the Marketing Manager of X Ltd,
who earns an annual salary of $36,000, is extremely busy and she does not have any
spare time. However, it would be possible to hire a temporary manager for $3,700 to
cover her regular duties for the duration of the project. Alternatively, a marketing
consultant could be hired for the project for $4,500.

The total relevant cost of the Project Manager and a Marketing Manager for the extra project
would be

A $3,700 B $4,500 C $8,000 D $9,500

Section A continues on page 5

Each of the sub-questions numbered from 1.1 to 1.10 inclusive, given below, has only ONE
correct answer.

Required:
On the SPECIAL ANSWER SHEET opposite, place a circle “O” around the letter that gives
the correct answer to each sub-question.

If you wish to change your mind about an answer, block out your first answer completely
and then circle another letter. You will not receive marks if more than one letter is circled.

Please note that you will not receive marks for any workings to these sub-questions.

You must detach the special answer sheet from the question paper and attach it to
the inside front cover of your answer book before you hand it to the invigilators at the
end of the examination.
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Write your full examination number below:Management Accounting
Performance Management Centre Code:

MAY 2004 EXAMINATION Venue Code:

SPECIAL ANSWER SHEET FOR SECTION A Desk Number:

1.1 A B C D

1.2 A B C D

1.3 A B C D

1.4 A B C D

1.5 A B C D

1.6 A B C D

1.7 A B C D

1.8 A B C D

1.9 A B C D

1.10 A B C D

You must detach the special answer sheet from the question paper and attach it to the inside
front cover of your answer book before you hand it in to the invigilators at the end of the
examination.
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1.2 A company provides three services that use the same machine, M1. The budgeted
details per service are as follows:

Service X Service Y Service Z
£ per unit £ per unit £ per unit

Selling price 12 14 24

Variable costs 6 4 13
Fixed cost   2   5   8
Profit   4   5   3

Number of M1 machine hours 2 3 6

The fixed costs are general fixed costs that have been absorbed by the services by their
direct labour content.

If M1 hours are scarce, the most and least profitable services are:

Most profitable Least profitable

A Y Z

B Z X

C Y X

D X Z

Section A continues on the next page

TURN OVER
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The following data are to be used to answer questions 1.3 and 1.4 below

The following extract from a standard cost card shows the materials to be used in producing
100 litres of an agricultural fertiliser:

Material H 30 litres @ $4·00 per litre
Material J 50 litres @ $3·50 per litre
Material K   40 litres @ $6·50 per litre

120

During April 5,400 litres of the agricultural fertiliser were produced using the following materials:

Material H 1,860 litres
Material J 2,450 litres
Material K 2,740 litres

7,050

1.3 The total material mix variance to be reported for April is nearest to

A $2,636 (A). B $1,219 (A). C $1,219 (F). D $2,636 (F).

1.4 The total material yield variance to be reported for April is nearest to

A $2,636 (A). B $1,219 (A). C $1,219 (F). D $2,636 (F).

1.5 In a processing company, the information that is needed to determine the financial
viability of further processing a product before resale is:

(i) the product’s sale value immediately after further processing;

(ii) the product’s sale value before further processing;

(iii) the incremental fixed costs of the further processing;

(iv) the variable costs of further processing;

(v) the common fixed costs absorbed into the further process;

(vi) the cost of the product prior to further processing.

A (i), (ii) and (iv) only.

B (i), (ii), (v) and (vi) only.

C (i), (ii), (iii) and (iv) only.

D All of the above.
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1.6 Q plc operates a process that converts a mix of chemicals into paint. A normal process
loss equal to 15% of material input is expected in the process. The following data relates
to April:

Opening work in process 4,050 litres, complete as to materials but only 60% converted

Materials input 45,600 litres

Output 39,460 litres

Closing work in process 7,630 litres, complete as to materials but only 35% converted

The total number of equivalent material units to be used to calculate the cost per unit using a
FIFO basis of valuation is

A 36,760. B 38,760. C 40,810. D 42,810.

1.7 A passenger transport company has developed the following formula to forecast the fuel
cost to be included in its monthly budget:

Y = 10M – 0·4P + 5,000

where Y is the total fuel cost ($) per month

M is the number of miles travelled per month

P is the number of passengers carried per month

The budgeted and actual miles travelled and passengers carried for April were as follows:

Budget Actual

Miles travelled 10,000 9,450

Passengers 6,000 6,050

The actual total cost of the fuel for April was $99,035.

The total fuel cost variance to be reported for April is

A $3,565 (F). B $1,955 (F). C $1,955 (A). D $3,565 (A).

1.8 M plc prepared the following flexible budget for April:

Activity (% of capacity) 75% 85% 90%

Total costs $33,500 $35,500 $36,500

Budgeted capacity for the month was 60,000 machine hours.

If the actual activity in April was 50,000 machine hours, the budget cost allowance for April (to
the nearest $1,000) would have been

A $18,000. B $20,000. C $35,000. D $38,000.

Section A continues on the next page

TURN OVER
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1.9 K plc produces three products whose contribution to sales ratios are as follows:

Contribution / Sales ratio Selling price per unit
Product K 40% $30
Product L 30% $20
Product M 60% $10

It has budgeted to sell these items in equal quantities in order to achieve its monthly
sales target of $60,000.

The level of monthly fixed costs at which K plc would break even is

A impossible to calculate without further information.

B $24,000.

C $26,000.

D $36,000.

1.10 H Limited uses a combination of regression analysis and time series analysis to predict
its future sales volumes. An analysis of past data has shown that the underlying trend of
the company’s sales is well represented by the formula:

Y = 100X + 2,400

where Y is the total sales units for a period; and

X is the quarterly period number

The seasonal variation index values based on the same past data is:

Quarter 1 105%
Quarter 2 96%
Quarter 3 90%
Quarter 4 109%

The increase in budgeted sales volumes between quarter 3 and quarter 4 next year, which are
periods 17 and 18, will be

A 100 units. B 119 units. C 432 units. D 888 units.

(Total = 20 marks)

End of section A
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Section B is on the next two pages
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SECTION B – 30 MARKS
ANSWER THIS QUESTION, showing supporting calculations where appropriate

Question Two
QBD plc produces souvenirs for international airline operators. The company uses a standard
absorption costing system. The standard cost card for one of QBD plc's souvenirs is as follows:

£
Materials 1·5 kg 6·00
Labour 1·6 hours 8·00

Overheads:
Variable 1·6 hours 4·00
Fixed 1·6 hours 12·00

Total cost 30·00

Selling price 40·00

Production and sales information for April:

Budget Actual
Production 5,000 units 6,000 units
Sales 5,000 units 4,300 units
Sales revenue £200,000 £164,800

The resources used and actual costs for April were as follows:

£
Materials 10,300 kgs 38,720
Labour 11,420 hours 71,200

Overhead:
Variable 29,650
Fixed 83,800

The 11,420 labour hours include 2,270 hours of idle time. This was caused by an unexpected
machine breakdown.

All of the materials purchased were used during the month.

Question Two's requirements are on the next page
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Required:
(a) Calculate the budgeted profit/loss for April.

(2 marks)

(b) Calculate the actual profit/loss for April.
(6 marks)

(c) Prepare a statement that reconciles the budgeted and actual profits/losses for April 2004
in as much detail as is possible.

(15 marks)

(d) Calculate the actual profit/loss that would be reported by QBD plc if it used marginal
costing.

(2 marks)

(e) Explain with relevant calculations how the reconciliation statement that you prepared
would have been different if QBD plc used standard marginal costing instead of standard
absorption costing.

(5 marks)

(Total = 30 marks)

Section C starts on the next page

TURN OVER
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SECTION C – 25 MARKS
ANSWER ONE QUESTION ONLY [EITHER question three OR question four,
BUT NOT BOTH], showing supporting calculations where appropriate

Question Three
RDF Limited offers four services to television companies. The number of services provided is
measured in service units and details of RDF Limited's draft budget for its year ending 30 June
2005 are as follows:

Service K Service L Service M Service N

Number of service units 1,000 2,300 1,450 1,970

Selling price per unit ($) 18 16 12 20

Variable cost per unit ($) 8 10 13 13

Fixed cost per unit ($) 2 3 2 4

The budgeted level of activity shown in the table above has been based on fully meeting the
forecasted market demand for each type of service.

The following chart has been prepared based on the draft budget above:

[Question Three continues on the next page]
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Required:
(a) Explain the meaning of the values shown as points A and B on the chart.

[Note: calculations are not required.]
(4 marks)

(b) Further investigation into the nature of the fixed costs has shown that some of those shown
in the original budget are incurred as a direct result of providing specific services as
follows:

$
Service K 4,400
Service L 3,700
Service M nil
Service N 2,650

The remaining budgeted fixed costs are general fixed costs that will be incurred regardless of
the type and number of services provided.

RDF Limited entered into a three-year contract in June 2002 which requires it to provide 500
units of service M per year or suffer significant financial penalties. These services are included
in the budgeted demand.

Required:
(i) Evaluate the financial viability of each of the four services currently provided.

(6 marks)

(ii) Recommend the operating plan that will maximise profit for the year ended 30 June 2005.
Explain the assumptions that led to your decision and other factors that should be
considered.

(5 marks)

(iii) Present in good style a budget profit statement based on your recommendation in answer
to (b) (ii).

(5 marks)

(iv) Calculate the overall breakeven sales value for the operating plan you have
recommended in answer to (b) (ii), stating clearly the assumptions made in your
calculations.

(5 marks)

(Total = 25 marks)

Section C continues on the next page

TURN OVER
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Question Four
ST plc produces three types of processed foods for a leading food retailer. The company has
three processing departments (Preparation, Cooking and Packaging). After recognising that the
overheads incurred in these departments varied in relation to the activities performed, the
company switched from a traditional absorption costing system to a budgetary control system
that is based on activity based costing.

The foods are processed in batches. The budgeted output for April was as follows:

Output
Food A 100 batches
Food B 30 batches
Food C 200 batches

The number of activities and processing hours budgeted to process a batch of foods in each of
the departments are as follows:

Food A Food B Food C
Activities per

batch:
Activities per

batch:
Activities per

batch:
Preparation 5 9 12
Cooking 2 1 4
Packaging 15 2 6

Processing time 10 hours 375 hours 80 hours

The budgeted departmental overhead costs for April were:

Overheads
$

Preparation 100,000
Cooking 350,000
Packaging   50,000

Required:
(a) For food A ONLY, calculate the budgeted overhead cost per batch:

(i) using traditional absorption costing, based on a factory-wide absorption rate per
processing hour; and

(ii) using activity based costing.
(6 marks)

(b) Comment briefly on the advantages of using an activity based costing approach to
determining the cost of each type of processed food compared to traditional absorption
costing approaches. You should make reference to your answers to requirement (a)
where appropriate.

(4 marks)

[Question Four continues on the next page]
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(c) The actual output for April was:

Output
Food A 120 batches
Food B 45 batches
Food C 167 batches

Required:
Prepare a flexed budget for April using an activity based costing approach. Your statement must
show the total budgeted overhead for each department and the total budgeted overhead
absorbed by each food.

(10 marks)

(d) Discuss the advantages that ST plc should see from the activity based control system
compared to the traditional absorption costing that it used previously.

(5 marks)

(Total = 25 marks))

End of Section C

Section D is on the next two pages

TURN OVER
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SECTION D – 25 MARKS
ANSWER ONE QUESTION ONLY [EITHER question five OR question six, BUT
NOT BOTH]

Question Five
Z Limited produces signs and labels for a number of businesses. Some of the signs are
produced on vinyl and then fixed to vehicles and display panels whereas others are produced
on metal and fixed to machinery and equipment to indicate how they are to be operated safely.

Presently Z Limited holds stocks of raw materials (vinyls, metals and inks) and controls the level
of stock using a stock control system that involves the setting and monitoring of minimum,
maximum and re-order stock levels for each stock item. There are also some specialist
materials that are bought from suppliers as required.

Z Limited uses a number of suppliers, some of whom are based overseas. The Purchasing
Manager of Z Limited is responsible for negotiating prices and contracts with suppliers for all of
the materials used by the company. The performance of the manager is monitored as part of Z
Limited's responsibility accounting system.

The Managing Director has recently returned from a conference on best practice where one of
the speakers mentioned the use of Just In Time (JIT). The Managing Director seeks your
advice, and has asked you to prepare a report that can be discussed at the next Board meeting.

Required:
(a) Prepare a report, addressed to the Board of Directors of Z Limited, that

(i) describes the key features of a JIT system both for purchasing of raw materials and
for their conversion into finished items for customers;

(3 marks)
(ii) identifies the advantages and disadvantages of operating a JIT system;

(4 marks)
(iii) explains the changes in working practices that would be necessary for a JIT

system to succeed.
(6 marks)

(Total for requirement (a) = 13 marks)

(b) For some time the managers of Z Limited have complained that the responsibility
accounting system is unfair. Managers are given targets that have been set by the Board of
Directors and are expected to achieve the targets regardless of the level of actual activity and
any changes that may have occurred since the targets were set.

Required:
(i) Explain the meaning of responsibility accounting.

(3 marks)

(ii) Discuss the implications of the scenario described in (b) and describe the changes that
could be made to improve acceptance by managers of the responsibility accounting
system.

(9 marks)
 (Total = 25 marks)



May 2004 IMPM17

Question Six
W Limited was formed five years ago by its current Managing Director to provide specialised
holidays and tours. The company has grown rapidly over those years and now has offices in
three different parts of the world and employs over 100 staff.

All of the managers are required to attend the company's annual conference. At the conference,
the Managing Director presents the company's annual plan and gives each of the managers
their financial targets for the forthcoming year.

A number of the managers are becoming dissatisfied with this approach to planning and
budgeting within the company.

One manager commented "Just because we achieved a certain level of sales last year shouldn't
mean that the target simply increases by 10%. We should be considering what's happening in
the market place and planning accordingly".

"I agree", said another manager, "these days we shouldn't be bound by financial targets.
Anyway, there are a number of quality issues that we ought to consider so that we can improve
our business for the future."

The managers decided to have a meeting with you as the company's Management Accountant.
They asked for your help in providing a report that can be discussed at the next Management
Team meeting which outlines their concerns over the present budgeting system and explains
alternative techniques that could be used.

Required:
Prepare a report addressed to the Management Team that:

(i) explains the need for budgets;
(4 marks)

(ii) discusses the relevance of an incremental approach to budget setting for W Limited and
suggests an alternative system;

(10 marks)

(iii) discusses the importance of quality, and explains how the balanced scorecard approach
to performance management could be used by W Limited.

(11 marks)

(Total = 25 marks)

End of paper

Maths Tables and Formulae are on pages 19 – 21
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This page will be the Logs
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