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DEPARTMENT OF ACCOUNTING AND FINANCE

Accounting 6
40 209

	Wednesday 23rd May 2007
	

9.30am – 11.30am    (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

Bothwell Engineering Limited has two production departments, Machining and Assembly. The Machining department has a monthly capacity of 1500 machine hours and the Assembly department a monthly capacity of 3000 direct labour hours.   The production capacity of neither can be enlarged within a period of 15 months.

The company at present makes three products all of which use the same machining and assembly facilities.   The expected demand, unit selling price and variable cost are given below together with the time which each unit takes in machining and assembly.

	Product
	A
	B
	C

	
	
	
	

	Unit selling price
	£100
	£200
	£250

	Variable cost
	£40
	£120
	£124

	Machining time
	2 hrs
	4 hrs
	6 hrs

	Assembly time
	3 hrs
	6 hrs
	8 hrs

	Monthly demand
	200 units
	200 units
	100 units

	
	
	
	



The company has fixed overheads of £20,000 per month.

Required

a) Calculate the mix of production and sales which will maximise profits within the constraints under which the company operates.  Calculate the profit at this mix.  
(20 marks)

b) The marketing director has suggested that if a further £1,500 is spent on advertising product A the sales could be increased to 300 units per month without any reduction in selling price.  Is the additional advertising worthwhile if the company is already short of production capacity? 
(5 marks)

c) Discuss the assumptions which you have made in your calculations in parts a) and b) above.
(15 marks)
(Total:  40 marks)

QUESTION 2

a) Define and briefly explain opportunity costs in the context of decision making.
(5 marks)

b) Wheels plc is considering whether to continue manufacturing its WX9 alloy wheel product in-house or to purchase from Max Power plc. Max Power plc has tendered to manufacture and supply the 32,000 WX9 alloys that Wheels plc will need for 2007 at a selling price of £17.30. Wheels plc has the capacity to manufacture up to 32,000 WX9 alloys.

As the management accountant of Wheels plc, you have obtained the following information on manufacturing 30,000 units in-house in 2006:

	
	£

	Direct materials
	195,000

	Direct manufacturing labour
	120,000

	Plant space rental
	84,000

	Equipment leasing
	36,000

	Other manufacturing overhead
	225,000

	Total manufacturing costs
	660,000


You have obtained the following additional information:

· Direct materials prices used in the WX9 production are expected to increase by 8% in 2007.

· Wheels plc workforce are expected to receive a 5% wage increase in 2007.

· Wheels plc can withdraw from the plant space rental agreement without penalty and they will have no need for this space if they do not manufacture the WX9.

· The equipment lease is subject to a £6,000 termination payment.

· 40% of the other manufacturing overhead is considered variable. Variable overhead changes proportionately with the number of units produced. The fixed component of other manufacturing costs is expected to remain the same whether or not the WX9 is manufactured.

Required

(i) Based on the information you have gathered, should Wheels plc make or buy the WX9 alloys? Explain clearly any assumptions that you make in your calculations.

(20 marks)
(ii) The plant manager has indicated to you that the current performance of the plant can be significantly improved, that the forecast cost increases are unlikely to occur, and hence the analysis should be done assuming costs will be considerably below current levels. However, you are aware that the plant manager is concerned about outsourcing WX9 because it will mean that some of his colleagues will be made redundant. You are pretty certain that the plant is unlikely to achieve the lower costs that the plant manager has described and you are confident about the data you have collected. Discuss this and any other factors that Wheels plc should consider before making a decision.

(15 marks)
(Total: 40 marks)

QUESTION 3

Speedo plc mass produces instrument panels for cars and uses the weighted average method of process costing. Direct materials are added at the start of the production process. Conversion costs are added evenly during the process. Some panels are spoiled as a result of defects not detectable before inspection of finished goods. Normally the spoiled panels are 15% of the good panels transferred out. Spoiled panels are disposed of at zero net disposal value.

The summarised data for January is:

	
	Instrument panels
	Direct Materials

£
	Conversion Costs

£

	Work in process, 1st January (1)
	400
	32,000
	5,100

	Started in January
	1,700
	
	

	Good units completed and transferred out during January
	1,400
	
	

	Work in process, 31st January (2)
	300
	
	

	Costs added during January
	
	189,000
	76,800


(1)  100% complete for direct materials, 30% complete for conversion costs

(2)  100% complete for direct materials, 40% complete for conversion costs

Required
(a) Prepare a detailed production cost worksheet for the Speedo plc for the month of January.

(25 marks)

(b) A distinction is made between normal and abnormal spoilage in process costing. Explain the rationale for their different accounting treatments and discuss the view that, as companies strive for quality, ALL spoilage should be treated as abnormal.

(15 marks)

(Total 40 marks)

SECTION B
Answer any ONE question from this section.

Question 4

You have recently been appointed as Finance Director of a major hotel chain. Each hotel’s performance is the joint responsibility of the hotel general manager and the controller at each of the 65 worldwide sites. You are considering introducing a more participatory form of budgeting at each hotel and ensuring that each employee has the chance to meet with their hotel’s controller to review budgets and reports on actual performance. Discuss the advantages and disadvantages with this approach and how the hotel chain could use benchmarking within its own chain to improve performance.

(Total 20 marks)

QUESTION 5
“Management accountants are no longer expected to specialise in answering the question ‘How well did we do what we chose to do?’, but are drawn into asking ‘How well did we choose what to do?’ and, perhaps more importantly, ‘What should we do now?’” 

(David Allen, past President of CIMA)

Required:

Comment on the quotation above and discuss techniques that management accountants might use to answer the question: “What should we do now?”.

(Total 20 marks)
QUESTION 6

Discuss the contribution that standard costing can make to an organisation.

(Total 20 marks)
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