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Chapter 1: The fundamentals of costing

1
Which two of the following are cost units?
A
A unit of product in relation to which costs are ascertained
B
The cost per sheet of paper used
C
The cost per unit of electricity consumed
D
A unit of service in relation to which costs are ascertained
LO 1a
2
Fixed costs are conventionally deemed to:
A
be constant in total when production volume changes
B
be constant per unit of output
C
be constant per unit of output as production volume changes
D
vary substantially, in total, from period to period when production is constant
LO 1b
3
Which two of the following costs would be the concern of the supervisor of a production department?
A
Material costs
B
Dividend payments to shareholders
C
Labour costs
D
Lease payments on a photocopier
LO 1a
4
Delivo plc makes a numbers of deliveries per week of perishable goods to its customers. 

The cost of these deliveries each week is a:
A
fixed selling overhead
B
variable prime cost
C
variable production overhead
D
variable selling and distribution overhead
LO 1b
5
Slip Heel Ltd manufactures two types of shoe in its factory.

A typical monthly budget is as follows:

	
	Shoe Type I
	Shoe Type II

	Monthly output
	5,040 units
	10,560 units

	Time per unit
	24 minutes
	36 minutes


Unavoidable non-productive time is 25% of productive time and is paid £9 per hour.

Operatives are paid £8 per unit of shoe type I produced and £14 per unit of shoe type II.

What would be the monthly cost of operatives' wages in the factory?

A
£93,960

B
£188,160

C
£206,952

D
£214,368
LO 1b

6
A cost which contains totally variable components, and so is wholly affected by changes in the level of activity, is known as:

A
a direct cost

B
a variable cost

C
an indirect cost

D
a semi-variable cost
LO 1b

7
If an assembly line supervisor is paid a salary of £250 each week regardless of output, this wage could be described as a:

A
semi-variable cost

B
fixed cost

C
variable cost

D
step cost
LO 1b

8
A factory making soft toys uses a machine on its single production line. The machine costs £2,400 per month to hire plus £10 per hour it is used. Each week up to 1,000 toys are produced and the line works anywhere between 30 and 40 hours a week.

Which of the following best describes the cost of hiring the machines?

A
A step cost

B
A variable cost

C
A fixed cost

D
A semi-variable cost
LO 1b

9
A company's gas bill consists of two parts:

(1)
A charge of £10 per month for the meter

(2)
A charge of £0.01 per unit of gas used

Which of the following equations describes the total annual cost of gas (G) if the company uses T-units of gas in a year?
A
G = 120 + 0.01T
B
G = 10 + 0.01T/12
C
G = 120 + 0.12T
D
G = 10 + 0.01T
LO 1b
10
Which two of the following statements are correct?

A
The use of cost accounting is restricted to manufacturing operations.

B
The format of management accounts is regulated by Financial Reporting Standards.

C
Management accounts are usually prepared for internal use by an organisation's managers.

D
Financial accounts and management accounts are each prepared from the same basic data.
LO 1a

11
A hospital has total costs of £2.4 million for 20X1. During 20X1, 480,000 patients were treated and doctors were paid £1.2 million.

What is the most appropriate cost per patient for the hospital to use?

A
£0.20

B
£2.50

C
£5.00

D
£7.50
LO 1a

12
Buildit Ltd has ascertained that its total costs (T) can be estimated for any level of output (O) and sales (S) according to the following equation: 

T = (£50 ( O + £10,000) + (£20 ( S + £5,000)

If the production level was 500 units and sales were 400 units, what would Buildit's fixed costs be?

A
£15,000

B
£48,000

C
£35,000

D
£33,000
LO 1b

13
Which of the following would be most useful for monitoring and controlling the costs incurred by an airline?

A
Cost per passenger carried

B
Cost per kilometre travelled

C
Cost per pilot hour

D
Cost per passenger kilometre
LO 1a

14
Which of the following items might be a suitable cost unit within an accounts receivable department?

(1)
Purchase invoice processed

(2)
Sales invoice processed

(3)
Customer account

A
Item (1) only

B
Item (2) only

C
Item (3) only

D
Items (2) and (3) only
LO 1a

15
Drivers Unlimited plc operates a fleet of delivery vehicles. The mobile phone bill for the company is in excess of £15,000 per month. The mobile phone contract sets out the charges for each mobile phone as follows: 

(1)
5p per text message sent

(2)
5p per minute, off peak call

(3)
10p per minute, peak call

(4)
Itemised billing £1 per phone

(5)
Phone rental of £3 per month

Which of the following equations describes the total monthly mobile phone cost, M, in pounds for the company's 50 drivers, who send T texts a month and use C call minutes, of which 25% are off-peak?
A
M = £50 + (T/20) + (C ( 0.25 ( 0.1) + (C ( 0.75 ( 0.05)
B
M = £200 + (C ( 0.25 ( 0.1) + (C ( 0.75 ( 0.05)
C
M = £200 + (T/20) + (C ( 0.75 ( 0.1) + (C ( 0.25 ( 0.05)
D
M = £50 + (T/20) + (C ( 0.75 ( 0.1) + (C ( 0.25 ( 0.05)
LO 1b
16
An engineering company has hired some specialised equipment for a particular job.

Which of the following options is the correct classification of the hire cost?

A
Variable production overhead

B
Fixed production overhead

C
Indirect expense

D
Direct expense
LO 1b

17
Which of the following statements is true?

A
Total indirect costs are always greater than total direct costs.

B
An indirect cost will always be a fixed cost.

C
A particular cost can be a direct cost of one cost object and an indirect cost of a different cost object.

D
Fixed costs per unit are not affected by the level of activity.
LO 1b

18
Which two of the following are cost objects?

A
A salesperson

B
A factory warehouse

C
A gas bill

D
Indirect materials used for production

E
The salary of the production director
LO 1a

19
Which two of the following would be regarded as cost objects?

A
A branch of a high street chemists

B
An accounts department

C
Wood used in making a chair

D
Rent paid on a factory 

E
Labour used in cleaning hospitals
LO 1a

20
Which two of the following would be regarded as elements of cost?

A
A meal in a hotel

B
An operation in a hospital

C
Wood used in making a wardrobe

D
Labour used in assembling a television

E
A high street newsagents 
LO 1a
21
Which three of the following are classified as fundamental ethical principals in the ICAEW Code of Ethics, which must be observed by ICAEW members?
A
Acting in the public interest
B
Professional competence and due care
C
Expertise
D
Professional behaviour
E
Integrity 
LO 5a
22
Rebecca is responsible for preparing the management accounts of ABC. All ABC employees receive a bonus each time monthly sales revenue exceeds forecast. Rebecca is tempted to overstate monthly sales revenue in the latest set of management accounts to ensure that employees receive a bonus.


What threat does this represent?
A
Intimidation
B
Self-interest
C
Familiarity
D
Advocacy 
LO 5a

Chapter 2: Calculating unit costs (Part 1)

1
Gross wages for a manufacturing company in October were £108,000 and were analysed as follows:

	
	Direct labour
	Indirect labour

	
	£       
	£        

	Ordinary time
	50,370
	23,800

	Overtime – basic pay
	10,880
	7,000

	Overtime – premium
	2,720
	1,750

	Shift allowance
	5,400
	2,720

	Sick pay
	2,760
	600

	Total
	72,130
	35,870


The cost of direct wages is:

A
£72,130

B
£69,370

C
£61,250

D
£50,370
LO 1c

2
Jay Good is a highly skilled production worker in the London factory of Kover It plc. 

Details of her gross pay for the week are as follows:

	
	£  

	Basic pay for normal hours worked: 38 hours at £12 per hour
	456

	Overtime: 8 hours at time and a half
	144

	Gross pay
	600


Good was paid for her normal hours in full, even though she had been idle for 10 hours during the week because of delays in obtaining raw materials.

The indirect labour costs that are included in her total gross pay of £600 are:

A
£48
B
£125

C
£168

D
£264
LO 1c

3
Which of the following statements is true?

A
Total indirect costs are always greater than total direct costs.

B
Direct costs are usually overheads.

C
Variable costs per unit decrease as production levels increase.

D
Fixed costs per unit decrease as production levels increase.
LO 1c

4
A designer receives £2 per unit as a royalty from the manufacturer of a product which he designed.

In the accounts of the manufacturer the royalty charge would be treated as a:

A
dividend payment

B
production overhead

C
selling overhead

D
prime cost
LO 1c

5
Newton Brewert had the following entries in its materials control account:

	
	 £      

	Opening inventory
	 31,200

	Closing inventory
	 43,200

	Deliveries from suppliers
	 600,000

	Returns to suppliers
	 60,000


The value of the issue of materials to production is:
A
£648,000
B
£552,000
C
£540,000
D
£528,000
LO 1c

6
Which two of the following are appropriate methods of valuing inventory?
A
First in, Last out (FILO)
B
First in, First out (FIFO)
C
Future anticipated cost

D
Standard cost
LO 1c

7
At the beginning of June there were 500 Widgets held in the stores. 200 of these Widgets had been purchased for £12.50 each in May and 300 had been purchased for £13 each in April.

On 15 June a further 150 Widgets were received into stores at a purchase cost of £13.20 each.

The only issue of Widgets in June occurred on the 25th, when 90 units were issued to production.

Using the FIFO valuation method, what was the value of the opening inventory of Widgets on 1 July?
A
£1,070

B
£1,188
C
£7,192

D
£7,210
LO 1c

8
In a period of rising prices, four accountants have recorded the cost of sales of a precious metal. One accountant has used the FIFO method of inventory valuation and one has used the LIFO method. The other two accountants have used an average cost method, using the periodic and cumulative weighted average basis respectively. 

The gross profits recorded by the accountants were as follows:

	
	Recorded

	
	gross

	Accountant
	profit

	
	£    

	Archie
	2,600

	Brian
	3,400

	Charlie
	4,500

	Dave
	5,230


Which accountant was using the LIFO method of inventory valuation?

A
Archie

B
Brian

C
Charlie

D
Dave
LO 1c

9
Bushind plc makes the following purchases and sales:

	1 July
	Purchases
	4,000 units for £24,000

	31 July
	Purchases
	1,000 units for £4,800

	15 August
	Sales
	3,000 units for £31,200

	28 August
	Purchases
	1,500 units for £9,000

	14 September
	Sales
	500 units for £2,880


At 30 September which of the following closing inventory valuations using FIFO is correct? 

A
£15,600

B
£16,800

C
£18,000

D
£19,200
LO 1c

10
Bushind plc makes the following purchases and sales:

	1 July
	Purchases
	4,000 units for £24,000

	31 July
	Purchases
	1,000 units for £4,800

	15 August
	Sales
	3,000 units for £31,200

	28 August
	Purchases
	1,500 units for £9,000

	14 September
	Sales
	500 units for £2,880


At 30 September which of the following closing inventory valuations using LIFO is correct?

A
£15,600

B
£16,800

C
£18,000

D
£19,200
LO 1c

11
With all average price systems where it is required to keep prices up to date, in which of the following situations is it not necessary to recalculate the average price?

A
Each time an issue is made

B
Each time excess material is returned from the factory floor to the stores

C
Each time a purchase is made

D
Each time an item is transferred into inventory from work in progress
LO 1c

12
Mosquito Ltd uses the Merlin to manufacture one of its products. The following information on receipts and issues of Merlins has been recorded for June:

	
	
	
	Receipts
	

	
	
	
	Price per
	

	Date
	
	Units
	unit
	Value

	
	
	
	£
	£

	1 June
	Opening inventory
	100
	12.00
	1,200

	3 June
	Receipts
	300
	11.52
	3,456

	5 June
	Issues
	(220)
	
	

	12 June
	Receipts
	170
	12.48
	2,122

	24 June
	Issues
	(300)
	
	


Using the cumulative weighted average price method of inventory valuation, the cost of the materials issued on 5 June was:

A
£2,534

B
£2,561

C
£2,587

D
£2,640
LO 1c

13
Mosquito Ltd uses the Merlin to manufacture one of its products. The following information on receipts and issues of Merlins has been recorded for June:

	
	
	
	Receipts
	

	
	
	
	Price per
	

	Date
	
	Units
	unit
	Value

	
	
	
	£
	£

	1 June
	Opening inventory
	100
	12.00
	1,200

	3 June
	Receipts
	300
	11.52
	3,456

	5 June
	Issues
	(220)
	
	

	12 June
	Receipts
	170
	12.48
	2,122

	24 June
	Issues
	(300)
	
	


Using the cumulative weighted average price method of inventory valuation, the value of closing inventory on 30 June was:

A
£624

B
£602

C
£600

D
£595
LO 1c

14
A distributor buys and resells a range of electrical items, one of which is a Fusebox. Each Fusebox is resold for £1.50 per unit and opening inventory for April was 400 units valued at £0.90 per unit. The distributor purchased a further 600 units on 10 April for £1.05 per unit, and sold 800 units on 25 April. 

What gross profit would be recorded for the sale of Fuseboxes during April, using the FIFO method of inventory valuation?

A
£390

B
£420

C
£480

D
£780
LO 1c

Chapter 3: Calculating unit costs (Part 2)

1
The following information is available for the two production departments (machining and assembly) and one service department (the canteen) at a manufacturing company.

	
	Machining
	Assembly
	Canteen

	Budgeted overheads
	£25,000
	£20,000
	£11,000

	Number of staff
	30
	20
	5


After reapportionment of the service cost centre costs, what will be the overhead cost of the assembly department cost centre?
A
£25,500

B
£24,400

C
£24,000

D
£4,400
LO 1c

2
The following information is available concerning the four cost centres of Xula plc.

	
	
	Service cost

	
	Production cost centres
	centre

	
	Machinery
	Finishing
	Assembly
	Canteen

	Number of direct employees
	14
	12
	4
	–

	Number of indirect employees
	6
	4
	2
	8

	Overhead allocated and apportioned
	£68,400
	£43,920
	£21,504
	£20,160


The management of Xula have decided that the overhead cost of the canteen is to be re‑apportioned to the production cost centres on the basis of the number of employees in each production cost centre. After the re-apportionment, the total overhead cost of the Finishing cost centre, to the nearest £, will be:

A
£7,680

B
£50,371

C
£51,600

D
£51,984
LO 1c

3
Which of the following bases of apportionment would be most appropriate for apportioning property rental costs to production cost centres?

A
Floor space occupied in square metres

B
Volume of space occupied in cubic metres

C
Number of employees

D
Labour hours worked
LO 1c

4
A company makes three products in a period.

	
	 Quantity (units)
	 Labour hours per unit

	Product A
	 1,000
	 8

	Product B
	 2,000
	 12

	Product C
	 3,000
	 6

	Total
	 6,000
	


Overheads for the period are £100,000 and they are absorbed on the basis of labour hours. What is the fixed overhead cost absorbed by a unit of Product A?

A
£16.67

B
£16.00

C
£12.00

D
£2.00
LO 1c

5
Budgeted information relating to two departments in a company for the next period is as follows.

	
	Production
	Direct
	Direct
	Direct
	Machine

	Department
	overhead
	material cost
	labour cost
	labour hours
	hours

	
	£    
	£    
	£    
	
	

	Milling
	64,800
	162,000
	32,400
	6,480
	108,000

	Grinding
	43,200
	86,400
	240,000
	6,000
	720


Individual direct labour employees within each department earn differing rates of pay, according to their skills, grade and experience.

What is the most appropriate production overhead absorption rate for the Grinding department?
A
50% of direct material cost

B
18% of direct labour cost

C
£7.20 per direct labour hour

D
£60 per machine hour
LO 1c

6
A product requires 4 hours of direct labour at £12.60 per hour, and includes direct expenses of £128.40. In its production, it requires 24 minutes of finishing. 

Possible overhead absorption rates have been calculated to be £17.04 per direct labour hour or £99.60 per finishing machine hour.

Using the direct labour hour basis of overhead absorption, calculate to the nearest penny the total product cost.
A
£286.80

B
£246.96

C
£218.64

D
£196.56
LO 1c

7
A company's packing department has budgeted labour hours of 3,250 and budgeted overhead costs of £35,880.

The actual labour hours were 3,175 and actual overheads were £35,544.

The overheads for the period were:
A
under-absorbed by £336

B
over-absorbed by £336

C
under-absorbed by £492

D
over-absorbed by £492
LO 1c

8
Cilla plc had budgeted overheads for January 20X7 of £544,000. At the end of the period the actual labour hours worked were 2,105 hours and the actual overheads were £550,120.

If overheads were over-absorbed by £22,440, how many labour hours were budgeted to be worked by Cilla (to the nearest hour)?
A
2,000

B
2,023

C
2,105

D
2,170
LO 1c

9
The following information is available for quarter 3:


	Actual number of machine hours
	6,175

	Actual overhead expenditure
	£275,700

	Overhead absorption rate per machine hour
	£45.00

	Budgeted overhead expenditure
	£279,000


What is the overhead under- or over-absorption for quarter 3?
A
£1,125 over-absorbed
B
£2,175 over-absorbed
C
£1,125 under-absorbed
D
£2,175 under-absorbed
LO 1c
10
Product A has a prime cost of £20 and requires 4 machine hours in the finishing department and 0.5 labour hours in the packing department. The overhead absorption rates (OARs) are as follows:

	Department
	OAR

	Finishing 
	£12 per machine hour

	Packing
	£14 per labour hour



What is the amount of overhead that will be absorbed into the cost of Product A?

A
£26
B
£55
C
£62
D
£75
LO 1c
11
In which of the following production industries would process costing not be used?

A
Soap
B
Cement
C
Paper
D
Car
LO 1d

12
Which of the following statements concerning costing is correct?

A
The procedures used to calculate unit costs in manufacturing industries are not applicable to service industries.

B
Within process costing, the cost per unit of output is found indirectly by dividing total costs by the number of units produced.

C
In process and job costing, the cost per unit of output is found directly by accumulating costs for each unit.

D
Costing is irrelevant because the same level of detailed information can be extracted from the financial accounts.
LO 1d

13
In an organisation which applies contract costing, which of the following statements is correct?

A
Work is undertaken to customers' special requirements.

B
Work is usually undertaken on the contractor's premises.

C
Work is usually of a relatively short duration.

D
Work is a continuous flow of operations.
LO 1d

14
Jade Limited is a pest control company which responds to customer call outs 24 hours a day. Call out number 35 on 25 July turned out to be a major infestation and required 190 hours of active labour. However, in carrying out the job the supervisor has reported that 5% of the labour hours were spent on idle time. 

Assuming Jade Limited pays its call out staff a rate of £12 per hour, calculate the labour cost for the job.

A
£2,400

B
£2,394

C
£2,280

D
£200
LO 1d

Chapter 4: Marginal costing and absorption costing

1
The following cost details relate to one unit of product Alphatron.

	
	 £ per unit

	 Variable materials
	 23.52

	 Variable labour
	 20.88

	 Production overheads
	

	 
Variable
	 3.24

	 
Fixed
	 22.46

	 Selling and distribution overheads
	

	 
Variable
	 17.98

	 
Fixed
	   8.16

	 Total cost
	 96.24


In a marginal costing system the value of a closing inventory of 3,400 units of Alphatron will be:

A
£327,216

B
£238,339
C
£223,107
D
£161,976
LO 1c
2
GardenRite Ltd manufactures wheelbarrows with a selling price of £100 per wheelbarrow. Budgeted production and sales volume is 2,000 wheelbarrows per month. During January 20X8 2,000 wheelbarrows were made of which 1,400 were sold. There was no opening inventory. 

The variable cost per wheelbarrow is £55. Fixed costs in January were, as budgeted, £50,000.

Using marginal costing calculate the contribution and profit for January.
A
Contribution: £63,000, Profit £13,000

B
Contribution: £63,000, Profit £28,000

C
Contribution: £90,000, Profit £13,000

D
Contribution: £90,000, Profit £28,000
LO 1c
3
Which two of the following statements concerning marginal costing are true?
A
Contribution is calculated as sales revenue plus all variable costs.

B
Closing inventories are valued at full production cost.
C
Fixed costs are treated as a period cost and are charged in full to the income statement of the accounting period in which they are incurred.

D
Marginal cost is the cost of a unit which would be avoided if that unit were not produced.


LO 1c
4
Citricacid plc budgets during its first year of operations to produce and sell 38,160 litres of product per annum at a selling price of £10 per litre.

Citricacid's budgeted costs are as follows:

	
	£ per unit

	Variable production costs
	3.54

	Fixed production costs
	1.04

	Variable selling costs
	2.50


In the first year the unit selling price was £10 per litre and the variable unit cost and expenditure on fixed production costs were also as budgeted. Actual sales volume was 38,400 litres and closing inventory was 960 litres.

Using absorption costing Citricacid's profit for the year was:

A
£113,376

B
£112,378

C
£112,128

D
£110,880
LO 1c
5
Which of the following statements about profit measurement under absorption and marginal costing is not true (assuming that unit variable costs and fixed costs are constant)?

A
If inventory levels increase then profits measured using absorption costing will be higher than profits measured using marginal costing.

B
If inventory levels decrease then profits measured using marginal costing will be higher than profits measured using absorption costing.

C
Profits measured using absorption costing will be either lower or higher than profits measured using marginal costing.

D
Profits measured using absorption costing may be the same as, or lower than, or higher than profits measured using marginal costing.
LO 1c
6
Eve Ltd's production budget for its first year of trading, during which 2,500 units are expected to be maunfactured is as follows:

	
	£    

	Variable production costs
	229,200

	Fixed production costs
	61,920


The unit selling price is £300 and budgeted sales are 2,200 units.

Eve's profit for its first year of trading calculated on the absorption cost basis compared with the profit calculated on the marginal cost basis is:

A
£34,934 lower

B
£34,934 higher

C
£7,430 lower

D
£7,430 higher
LO 1c

7
Graundene Ltd manufactures a single product with the following cost and selling price details:

	
	 £ per unit
	 £ per unit

	 Selling price
	
	 40

	 Variable material
	 12
	

	 Variable labour
	 4
	

	 Variable overhead
	 4
	

	 Fixed overhead
	 10
	

	
	
	 30

	 Profit per unit
	
	 10


In July 20X8 Graudene produced 22,000 units and sold 24,000 units. The opening inventory was 5,000 units. Graudene's profits reported using marginal costing were £275,000. 

The profits reported using an absorption costing system would be:

A
£240,000

B
£245,000

C
£255,000

D
£295,000
LO 1c
8
Bellco had an opening inventory of 4,500 units and a closing inventory of 1,500 units. Bellco's profits based on marginal costing were £126,100 and on absorption costing were £115,300. 

What is Bellco's fixed overhead absorption rate per unit?

A
£1.80
B
£2.40
C
£3.60
D
£7.20
LO 1c
9
In October 20X7, Putty Ltd, a manufacturer of windows, reported a marginal costing profit of £187,200. Opening inventories were 1,000 units and closing inventories were 560 units. Putty Ltd is considering changing to an absorption costing system. 

What profit would be reported following such a change for October 20X7, assuming that the fixed overhead absorption rate is £12 per unit?

A
£175,200
B
£180,480

C
£181,920
D
£192,480
LO 1c
10
When comparing the profits reported under marginal and absorption costing when the levels of inventories decreased, and assuming that unit variable costs and fixed costs are constant:

A
absorption costing profits will be lower and closing inventory valuations higher than those under marginal costing

B
absorption costing profits will be lower and closing inventory valuations lower than those under marginal costing

C
absorption costing profits will be higher and closing inventory valuations lower than those under marginal costing

D
absorption costing profits will be higher and closing inventory valuations higher than those under marginal costing
LO 1c

Chapter 5: Pricing calculations

1
Pagoda plc manufactures a range of garden furniture, including an outdoor table that is fabricated in two production cost centres, Erection and Finishing. Budgeted data for the outdoor table are as follows:

	
	Erection
	Finishing

	Direct material cost per unit
	£30.00
	£14.65

	Direct labour hours per unit
	3
	1

	Direct labour rate per hour
	£10.00
	£7.60

	Production overhead absorption rate per direct labour hour
	£6.12
	£7.47


Pagoda absorbs general overheads into product costs at a rate of 10% of total production cost.

If a 25% return on sales is required from the outdoor table, its selling price per unit should be:

A
£158.52

B
£148.61
C
£145.91
D
£144.11
LO 1e
2
SecuriPrint Ltd produces pre-printed cheques for customers to use in automated account payable departments. The cheques include personalised customer details. A new customer has ordered a batch of 3,000 cheques. The following data illustrate SecuriPrint's cost for a typical batch of 1,000 cheques:

	
	 £

	 Variable materials
	 72.00

	 Variable wages
	 24.00

	 Machine set up (fixed per batch *)
	 7.20

	 Design and artwork (fixed per batch *)
	    36.00

	
	 139.20


* The design and machine set up costs are fixed per batch regardless of the batch size.

SecuriPrint absorbs production overhead at a rate of 10% of variable wages cost. A further 5% is added to the total production cost of each batch to allow for selling, distribution and administration overhead. 

SecuriPrint requires a profit margin of 40% of sales value.

The selling price for a batch of 3,000 cheques should be:

A
£743.40

B
£592.20

C
£579.60

D
£497.45
LO 1e
3
An item priced at £29.75, including local sales tax at 17.5%, is reduced in a sale by 25%. 

The new price before sales tax is added is:

A
£18.41

B
£18.99

C
£22.31

D
£25.32
LO 1e
4
On 1 January 20X4 a retailer sold a certain men's shirt for £19.99 each. On 31 December 20X4 he increased the price by 5% and at 31 December 20X5 by a further 10%. On 1 January 20X7 the selling price of the shirt was £24.49 each. 

The percentage price change in Year 3 was a:
A
2.6% decrease

B
6.0% increase

C
6.5% increase

D
7.0% increase
LO 1e
5
A retailer sells an item for £576 on which there is a mark-up of 30%. 

What profit did the retailer make on this transaction?

A
£123.92

B
£132.92

C
£172.80

D
£182.80
LO 1e
6
A garage workshop calculates the prices of repairs by adding overheads to the prime cost and then adding 25% to total costs as a profit mark up. The repair of a BMW was charged out at £690 and incurred overheads of £69. 

What was the prime cost of the repair?
A
£621

B
£552

C
£483

D
£448
LO 1e
7
Details from a car producer's records concerning its SuperMini for the latest period are as follows.

	
	£'000

	Sales revenue
	144,000

	Purchases
	96,000

	Opening inventory
	28,800

	Closing inventory
	4,800


The profit margin for the SuperMini is:

A
16.7%

B
20.0%

C
33.3%
D
50.0%
LO 1e
8
Flogit Ltd sets selling prices by adding a mark up of 25% to the variable cost per unit.

Flogit has carried out market research which indicates that if the selling price is increased by 20%, the quantity sold each period is expected to reduce by 20% but the variable cost per unit will remain unchanged.

Which of the following statements is correct?

A
The revenue will increase and the total contribution will increase.

B
The revenue will increase and the total contribution will decrease.

C
The revenue will decrease and the total contribution will increase.

D
The revenue will decrease and the total contribution will decrease.
LO 1e
9
Huckerby Ltd, a retail business, has the following cost and profit profile:

	Fixed costs
	£384,000

	Variable cost per unit
	£7.84

	Profit
	£24,000


Huckerby has established that a 3% increase in selling price would not alter the number of units sold each period and the profit would increase by £24,000.

The current selling price per unit is:

A
£15.37

B
£16.00

C
£16.48

D
£17.42
LO 1e
10
A contract is agreed between a supplier and a buyer. The contract will take six weeks to complete and the price to be charged will be agreed upon at the point of sale as the actual costs incurred at that time plus a fixed cash mark up. The buyer is to pay cash for the goods at the point of sale. 

Which of the following best describes how the risk caused by inflation will be allocated between the supplier and the buyer?

A
The supplier and the buyer will each bear some of the inflation risk but not necessarily equally.

B
The supplier and the buyer will each bear equal amounts of the inflation risk.

C
Only the supplier will bear the inflation risk.

D
Only the buyer will bear the inflation risk.
LO 1e
11
Which of the following statements is correct?

A
A cost-plus pricing method will enable a company to make a profit.

B
A selling price in excess of full cost will always ensure that an organisation will cover all its costs.

C
A higher selling price will be generated by using a percentage mark up on cost than by using the same percentage as a return on sales.

D
A percentage mark up based on marginal cost-plus pricing will always give a smaller profit than the same percentage mark up with full cost plus pricing.
LO 1e
12
The following data relate to Metro Ltd, a manufacturing company with several divisions. Rover Division produces a single product which it sells to Morris Division and also to external customers. 

	
	 Sales to
	

	
	 Morris
	 External

	
	 Division
	 sales

	
	 £    
	 £    

	Sales revenue
	
	

	
At £60 per unit
	
	 600,000

	 
At £48 per unit
	 240,000
	

	Variable costs at £28.80 per unit
	 (144,000)
	 (288,000)

	Contribution
	 96,000
	 312,000

	Fixed costs
	   (48,000)
	 (120,000)

	Profit
	    48,000
	  192,000


An external supplier offers to supply 5,000 units at £43.20 each to Morris Division.

If Morris Division buys from the external supplier and Rover Division cannot increase its external sales, the change in total profit of Metro Ltd will be a:

A
£24,000 decrease

B
£24,000 increase

C
£72,000 decrease

D
£72,000 increase
LO 1f
13
Which three of the following would be features of a transfer pricing system that enhances the overall profitability of an enterprise?

A
Should encourage goal-congruent decision making

B
Should encourage output at an organisation-wide profit-maximising level

C
Should encourage divisions to act in their own self interest

D
Should encourage divisions to make entirely autonomous decisions

E
Should enable the realistic measurement of divisional profit
LO 1f
14
A company has two divisions, X and Y. Division X transfers one third of its output to Y and sells the remainders to the external market for £21 per unit. The transfers to division Y are made at the transfer price of cost plus 30%.

Division Y incurs costs of £6 per unit in converting the transferred units before selling them to external customers for £30 per unit.

Division X costs amount to £15 per unit and the budgeted total output for the period is 300 units. There is no budgeted change in inventories for either division.

The reported profits for the period will be

	
	Division X
	Division Y

	A
	£1,650 profit
	£2,400 profit

	B
	£1,650 profit
	£1,050 profit

	C
	£1,650 profit
	£450 profit

	D
	£2,325 profit
	£225 loss
	LO 1f


15
Beta Division manufactures a health supplement 'Hake Heart Oil' (HHO) at a total cost of £125 per unit. HHO is sold to external customers in a perfectly competitive market at a price of £136.80 per unit, which represents a mark up of 90% on total variable cost.

Beta Division also transfers HHO to its retail division, Bolland & Harrett. If transfers are made internally then Beta Division does not incur variable selling costs which amount to 5% of the total variable cost.

Assuming that the total demand for HHO exceeds the capacity of Beta Division, the optimum transfer price per unit between Beta Division and Bolland & Harrett is:

A
£130.55

B
£133.20

C
£136.12

D
£136.80
LO 1f
16
Delta and Gamma are two divisions of a company. Delta manufactures two products X and Y. X is sold outside the company. Y is sold only to division Gamma at a unit transfer price of £176. Unit costs for product Y are:
	
	 £

	Variable materials
	 60

	Variable labour
	 40

	Variable overhead
	 40

	Fixed overhead
	   20

	
	 160


Division Gamma has received an offer from another company to supply a substitute for Y for £152 per unit.

Assuming division Delta is only operating at 80% of capacity, if Gamma accepts the offer the effect on profits will be:

	
	Division Gamma profit
	Overall company profit

	A
	Increase
	Increase

	B
	Increase
	Decrease

	C
	Decrease
	Increase

	D
	Decrease
	Decrease



LO 1f
17
Delta and Gamma are two divisions of a company. Delta manufactures two products X and Y. X is sold outside the company. Y is sold only to division Gamma at a unit transfer price of £176. Unit costs for product Y are:
	
	 £

	Variable materials
	 60

	Variable labour
	 40

	Variable overhead
	 40

	Fixed overhead
	   20

	
	 160


Division Gamma has received an offer from another company to supply a substitute for Y for £152 per unit.

Assuming division Delta can sell as much of product X as it can produce and the unit profitability of X and Y are equal, what will be the effect on profits if Gamma accepts the offer?
	
	Division Gamma profit
	Overall company profit

	A
	No change
	Decrease

	B
	Decrease
	No change

	C
	No change
	Increase

	D
	Increase
	Increase



LO 1f
18
A company currently sets its selling price at £20, which achieves a 25% mark-up on variable cost. Annual production and sales volume is 100,000 units and annual fixed costs are £160,000.

By how much would the selling price need to be increased in order to double profit if costs, production and sales volume remain unchanged?

A
25%

B
20%

C
17%

D
12%
LO 1e
Chapter 6: Budgeting

1
Which two of the following are steps in the preparation of a budget?

A
Arrange working capital facilities
B
Identify the principal budget factor
C
Agree the organisation's reporting structure

D
Agree the anticipated sales volumes
LO 2d
2
For a company that does not have any production resource limitations, which of the following sets out a correct sequence for budget preparation?

A
Sales budget, Production budget, Finished goods inventory budget, then Materials usage budget
B
Sales budget, Finished goods inventory budget, Production budget, then Materials usage budget
C
Sales budget, Materials usage budget, Production budget, then Finished goods inventory budget
D
Production budget, Sales budget, Finished goods inventory budget, then Materials usage budget 
LO 2d
3
Which two of the following are part of a company's master budget?

A
A budgeted balance sheet and a budgeted income statement
B
A summary of key financial ratios
C
A timetable for the preparation of the various budgets
D
A cash budget
LO 2e
4
Wicklow Ltd is preparing its production budget for its biggest selling line, the Yoohlah, for the forthcoming year.

Budgeted sales of Yoohlah are 3,600 units. Opening inventory is 270 units and Wicklow wants to increase inventories at the end of the year by 10%.

The budgeted number of units of Yoohlah to be produced is:
A
3,357

B
3,572

C
3,600

D
3,627
LO 2d
5
A retailing company makes a gross profit of 50% on sales. The company plans to decrease inventory by 10% over the next financial period. The budgeted sales revenue for the next period is £52,000. Opening inventory is valued at £3,000. 

What are the budgeted inventory purchases for the next financial period?
A
£25,700
B
£26,300
C
£51,700
D
£52,300
LO 2d
6
A company has budgeted sales of its wonder drug 'CureIt' for 20X8 as 18,000,000 units. At the end of the production process for CureIt, 10% of production units are scrapped as they do not pass the quality control testing. Opening inventories of CureIt on 1 January 20X8 are 920,000 units and closing inventories on 31 December 20X8 will be 1,100,000 units. All inventories of finished goods must have successfully passed the quality control check. 

The production budget for CureIt for 20X8, in units, is:

A
16,160,000

B
18,180,000

C
19,980,000

D
20,200,000
LO 2d
7
At the beginning of June 20X7, a company has an opening balance of £600,000 on its receivables ledger. Sales of £960,000 have been budgeted for June and it is budgeted that 60% of these will be settled in June for which a cash discount of 2% can be taken.

If 32% of the opening receivables are still outstanding at the end of June, what will be the budgeted receivables figure at that date?
A
£499,200

B
£556,800

C
£576,000

D
£667,200
LO 2d
8
A company has recorded the following costs over the last four weeks. 
	Week
	Cost
	Production

	
	£
	Units

	1
	52,788
	2,520

	2
	46,896
	2,616

	3
	45,600
	1,800

	4
	41,280
	1,680


In week 5 the company is anticipating producing 2,280 units of product.

Using the high-low method, the expected cost of producing 2,280 units is:
A
£49,500

B
£44,880

C
£40,440

D
£38,640
LO 2a
9
The following data has been extracted from the budget of a manufacturing company.

	Production volume
	4,000
	8,000

	
	£/unit
	£/unit

	Variable materials
	9.60
	9.60

	Variable labour
	8.40
	8.40

	Production overhead – department 1
	14.40
	10.08

	Production overhead – department 2
	9.60
	4.80


The total fixed cost and variable cost per unit is:

	
	Total fixed
	Variable cost

	
	cost 
	per unit 

	
	£     
	£

	A
	34,560
	18.00

	B
	34,560
	23.76

	C
	72,960
	18.00

	D
	72,960
	23.76
	LO 2a


10
Which of the following is an underlying assumption of forecasts made using regression analysis?

A
There is no linear relationship between the two variables.

B
The value of one variable can be predicted or estimated from the value of one other variable.

C
There is a perfect linear relationship between the two variables.

D
What has happened in the past has no bearing on what will happen in the future.




LO 2a

11
A company's weekly costs (£W) were plotted against output levels (L) for the last 20 weeks and a regression line calculated to be W = 280 + 36L. 

Which of the following statements about the breakdown of weekly costs is true?

A
Fixed costs are £280. Variable costs per unit are £36.

B
Fixed costs are £36. Variable costs per unit are £1.80.

C
Fixed costs are £36. Variable costs per unit are £280.

D
Fixed costs are £280. Variable costs per unit are £1.80.
LO 2a

12
The correlation coefficient between two variables, a and b, is +0.88. 

The proportion of variation in a, that is explained by variation in b, is (to two decimal places):

A
0.44

B
0.77

C
0.94

D
1.76
LO 2a
13
Which of the following is not a description of a 'top-down' budgeting process?

A
The process starts with sales, then progresses to production, materials usage and other functional budgets.

B
Top management prepare a budget with little or no input from operating personnel.

C
A top-down budget sets out the board's targets for the forthcoming period.

D
The top level budget is financial, and will contain an income statement, balance sheet and cash flow budget.
LO 2e
14
Which of the following is a criticism of incremental budgeting?

A
It is time consuming because it involves starting each budget from scratch.

B
It does not allow any slack.

C
It includes past inefficiencies as cost levels are not scrutinised.

D
It is the same as zero-based budgeting.
LO 2e
15
Which two of the following are characteristics of rolling budgets?

A
Each item of expenditure has to be justified in its entirety in order to be included in the next year's budget.

B
A new accounting period, such as a month or a quarter, is added as each old one expires.

C
The budget is more realistic and certain as there is a short period between the preparation of budgets.

D
Updates to the fixed annual budget are made only when they are foreseeable.
LO 2e
16
Which of the following statements about big data is/are correct?

(1)
Big data analytics allows businesses to analyse and reveal insights in data which they have previously been unable to analyse.

(2)
In order for organisations to analyse big data and to gain insights from it, the source data needs to be structured into a software package.

(3)
One of the key features of big data is the speed with which data flows into an organisation, and with which it is processed.

A
(1), (2) and (3)

B
(1) and (2) only

C
(1) and (3) only

D
(2) and (3) only
LO 2b

17
Gadget Ltd sells games and gaming consoles, and operates a customer loyalty card and online forum where customers can leave product reviews. To date, it has not made use of the data that it collects, and so its CEO recently attended a conference on big data where speakers talked about the potential for big data, which is available in vast amounts, to improve organisations’ operations through converting unstructured data into useful information. 

Which two of the following statements regarding the use of big data at Gadget Ltd are correct?
A
It is unlikely that there would be any unstructured data available to Gadget Ltd.

B
There is too much big data available to Gadget Ltd to be useful.

C
The use of loyalty card data could help with decisions on which games Gadget Ltd should stock.

D
Big data analytics can improve Gadget Ltd’s operational performance.
LO 2b
18
Bramble Ltd makes jellies and jams. Having analysed a large number of customer reviews of its products that had been posted on its website and social media platforms, it concluded that there was demand for a new variety of jam which blended several different flavours. Sales of the new variety have been disappointing, and it seems that the anticipated demand did not exist after all. The Sales Director is wondering what went wrong. 

The significance of which of the Vs of big data is illustrated by Bramble Ltd’s experience?
A
Volume
B
Veracity
C
Variety
D
Velocity
LO 2b

19
Which of the following statements is/are correct?

(1)
Machine learning is when computer systems use pre-programmed rules to perform tasks such as forecasting.
(2)
Machine learning is a subset of artificial intelligence.

(3)
Budget holders need no knowledge of how their machine learning predictions are formed.

A
(2) only
B
(1) and (2) only

C
(1) and (3) only

D
(3) only
LO 2e
20
Which two of the following are principles underlying the Beyond Budgeting approach? 

A
Goals should be based on fixed, cascaded targets
B
Move towards accountable teams avoiding hierarchical control
C
Use traditional budgeting in conjunction with other techniques
D
Use adaptive management processes rather than the more rigid annual budget
LO 2e
21
Using an additive time series model, the quarterly trend (Y) is given by Y = 35 + 6Q where Q is the quarter (starting with Q = 1 in the first quarter of 20X1). The seasonal component in the fourth quarter is –25.


What is the forecast for the fourth quarter of 20X2? 

A
34
B
58
C
83
D
108
LO 2a

22
The following data represents a time series:

	X
	48
	Y
	53
	46
	50
	54



Three point moving averages produced from this data have been correctly calculated as 50 and 51.


What are the values of X and Y in the original time series? 

A
X = 50 and Y = 51
B
X = 52 and Y = 50
C
X = 51 and Y = 50
D
X = 50 and Y = 52
LO 2a



23    Which two of the following statements are correct?
 

A
If the coefficient of determination is high, this proves that variations in one variable cause variations in the other.
B
Omitted variable bias leads to incorrect cause and effect conclusions.
C
Causation implies correlation.
D
Correlation occurring by chance is more likely to happen in a large data set.
LO 2c

24
A manager read on the internet that Material A prices are expected to increase by 30% per kg next year. They then read a different article that said Material A prices are expected to increase by 20% next year, and another that suggested 19%. They decided to budget for an increase in 30%. A year later, it was confirmed that prices had increased by 19%.


What type of bias affected the manager's decision making? 

A
Anchoring
B
Survivorship
C
Self-selection
D
Omitted variable
LO 2c

25
Mistle Ltd is producing the annual budget for one of its new products, based on the time it should take an employee to produce 10 of its new product. It asked all of its usual production staff to work for seven hours on the brand new products instead, and it recorded the number that each person made. The average (mean) number of products produced per person in seven hours was 20 and the business concluded that the budget for 10 new products was 3.5 hours per person. The data collected was presented using a table:


	Frequency of staff
	Number of products produced in 7 hours

	2
	18

	16
	19

	17
	20

	10
	21

	5
	22



How could bias have been introduced into the budgeted time? 

A
The data used was not representative of the population.
B
There was bias inherent in the data collected.
C
The data was presented in a way to mislead.
D
The conclusion reached is flawed.
LO 2c


Chapter 7: Working capital

1
A company is preparing its cash flow forecast for the next financial period. 

Which two of the following items should be excluded from the calculations?
A
A corporation tax payment
B
A dividend receipt from a short term investment


C
The receipt of funding for the purchase of a new vehicle
D
A bad debt written off

E
Depreciation of a vehicle which has been operated for two years
LO 2f
2
A vehicle was purchased during 20X6 for £17,000 and has been depreciated by £3,400 in each of 20X6 and 20X7. It is expected to be sold during 20X8 for £8,600 and only £1,700 depreciation will be charged in 20X8. 

What is the net cash flow that will appear in the cash budget for 20X8?
A
£100 inflow

B
£6,900 inflow

C
£8,600 outflow

D
£8,600 inflow
LO 2f
3
Butterfly Limited has finalised its budget for 20X8 and sales are anticipated to be £243,600 in January, £1,393,200 in February, £516,000 in March and £769,200 in April. 

Butterfly is budgeting that 50% of sales will be cash and the other 50% will be on credit when 80% of receivables are expected to pay in the month after sale, 15% in the second month after sale, while the remaining 5% are expected to be bad debts. 

Credit customers who pay in the month of sale can claim a 5% cash settlement discount. 

What level of sales receipts should be shown in the cash budget for March 20X8?

A
£820,650

B
£833,550

C
£1,425,432
D
£1,438,332
LO 2f
4
Suretream is a service company that holds no inventories. Each month the following relationships hold:

	Gross profit
	30% of sales

	Closing trade payables
	40% of cost of sales


Suretream has budgeted sales of £116,400 in July and £87,600 in August. 

How much cash is budgeted to be paid in August to Suretream's suppliers?

A
£69,384

B
£64,776

C
£61,320

D
£53,256
LO 2f
5
The following data have been extracted from the 20X9 budget of Firesidechair Ltd:

	Sales
	£1,248,000

	Gross profit on sales
	23%

	Increase in trade payables over the year
	£36,000

	Increase in cost of inventory held over the year
	£52,800


Firesidechair's budgeted payment to trade suppliers in 20X9 is:

A
£872,160

B
£944,160

C
£977,760

D
£1,049,760
LO 2f
6
Teball Ltd is considering selling its accounts receivable to BHCS, a firm of debt factors. The debt factor will pay 95% of the value of invoices finally paid with the balance kept as their service charge. Teball normally receives 60% of the amount invoiced within 30 days with the remainder received after 60 days subject to the information below. 

A comparison of experience of bad debts between Teball and BHCS reveals the following:

Bad debts:

Teball
10% of the 60-day balance

BHCS
£5 in every £100 invoiced

If Teball sells its debts to BHCS, by how much will cash flow change for every £100 factored?
A
£1 decrease

B
£1 increase

C
£5.75 increase

D
£5.75 decrease
LO 2f
7
Robinson Ltd wishes to improve its operational cash flows. Indicate whether Robinson needs to increase or decrease each of the following.

Credit period taken by customers:

A
Increase

B
Decrease

Inventory:

C
Increase

D
Decrease

Payables:

E
Increase

F
Decrease
LO 2i
8
The HiTech Internet Co Ltd has annual sales of £2.64 million and a gross profit margin of 10%. The company has no inventory. Due to a significant investment in product development it is experiencing short-term cash flow difficulties. The board of HiTech has decided to delay its payments to trade suppliers by one month.

Calculate the amount by which the cash balance will benefit in the short term from this change in policy, assuming sales are spread evenly over the year.
A
£198,000

B
£200,000

C
£220,000

D
£228,000
LO 2g
9
Which two of the following actions are appropriate if a short-term cash surplus is identified in the cash budget?
A
Replace or update non-current assets

B
Buy back the company's shares

C
Delay payments to suppliers

D
Offer longer credit periods to customers in order to boost sales
E
Increase inventories to improve customer service
LO 2i
10
A company is considering increasing the period of credit allowed to customers from 30 days to 45 days. 

Annual sales are currently £1,200,000, and annual profits are £100,000. 

It is anticipated that allowing extended credit would increase sales by 15%, while net profit margins would be unchanged. 

The working capital is financed using an overdraft costing 10% per annum. 

Assume that there is no change in the absolute level of inventory or accounts payable.

What is the financial effect of the proposal (assuming a 360 day year)?
A
Reduction in profit of £10,000
B
Increase in profit of £10,000
C
Increase in profit of £15,000
D
Increase in profit of £7,750
LO 2f
11
Patricia Ltd has annual credit sales of £1,980,000, and its customers pay, on average, after 60 days. 

In order to reduce the level of receivables, Patricia has decided to offer a 2% discount to customers that pay within 30 days. 

Patricia's working capital is financed at a cost of 10% per annum.

If all of Patricia's customers took advantage of the discount, then the annual cash effect of the discount policy (assuming a 360-day year) is:
A
£16,500 decrease

B
£16,500 increase

C
£23,100 decrease

D
£23,100 increase
LO 2f
12
A company has annual sales of £7.2 million and its gross profit is 40% of sales. Inventory turnover is 60 days, customers take an average of 30 days to pay and the company pays its suppliers after 45 days.

How much working capital (defined as average inventories plus average receivables minus average trade payables) does the company need, assuming a 360-day year? 

A
£1,860,000

B
£900,000

C
£780,000

D
£660,000
LO 2g
13
The following information relates to a business:

	Debt collection period
	10 weeks

	Raw material inventory holding period
	6 weeks

	Suppliers' credit period
	8 weeks

	Production period
	1 week

	Finished goods inventory holding period
	6 weeks


What is the cash operating (working capital) cycle of the business?
A
5 weeks

B
13 weeks

C
15 weeks

D
31 weeks
LO 2g
14
A manufacturing company has the following data in respect of its working capital. 

	
	£  

	Inventories: raw materials
	600,000

	Work in progress
	270,000

	Finished goods
	440,000

	Purchases
	2,500,000

	Cost of goods sold
	3,400,000

	Sales
	3,900,000

	Receivables
	820,000

	Trade payables
	380,000


Its cash operating (working capital) cycle is:

A
177 days

B
185 days

C
193 days

D
201 days
LO 2g
15

	
	 £'000
	 £'000

	Assets
	
	

	Non-current assets
	
	 252

	Inventories
	 67
	

	Receivables
	 101
	

	Cash in hand
	   13
	

	
	
	  181

	
	
	 433

	Liabilities
	
	

	Trade payables
	 126
	

	Other short-term payables
	 80
	

	Loan repayable in five years
	   65
	

	
	
	 (271)

	Net assets
	
	  162


Using the above extracts from a draft balance sheet, calculate the quick (liquidity) ratio:
A
0.42

B
0.55

C
1.35

D
1.60
LO 2f
16
A company sells inventory for cash to a customer, at a selling price which is below the cost of the inventory items. Assume the company has a positive cash balance. 

How will this transaction affect the current ratio and the quick (liquidity) ratio immediately after the transaction?


Current ratio
Quick (liquidity) ratio

A
Increase
Increase

B
Increase
Decrease

C
Decrease
Increase

D
Decrease
Stay the same
LO 2f
17
A company has a quick (liquidity) ratio (receivables divided by payables and bank overdraft) equal to 0.8. In order to reduce the bank overdraft the directors decide to reduce the inventory days from 40 days to 20 days.

What would be the effect on the company's cash operating cycle and quick (liquidity) ratio if this change were to be achieved?


Cash operating cycle
Quick (liquidity) ratio

A
Increase
Increase

B
Decrease
Increase

C
Decrease
Stay the same

D
Decrease
Decrease
LO 2g
18
The management of working capital is essentially about balancing which of the following?

A
Receivables and payables

B
Solvency and profitability

C
Liquidity and solvency

D
Liquidity and profitability
LO 2h
19
Mentron plc is a profitable company that has the following estimated figures for the coming year:

Sales
5,400,000

Gross margin
25%

Average payables
195,000

The company's inventory levels are budgeted to remain constant throughout the year.

To the nearest day, the company's payables payment period is budgeted to be: 

A
13 days

B
16 days

C
18 days

D
52 days
LO 2h
20
The directors of Yeovil plc are considering their management of working capital. 

Which three of the following, if successfully implemented, would have the effect of reducing a company's cash operating cycle?

A
Agreeing settlement discounts with customers

B
Agreeing reduced terms of trade with suppliers

C
Bulk buying of inventory

D
Holding a seasonal sale at bargain prices

E
Agreeing increased terms of trade with suppliers
LO 2h
21
A production manager within Ruthcom plc is charged with the responsibility of maintaining the company's inventory levels in line with operating requirements. He achieves this objective by means of a physical inspection of inventory levels every 48 hours, as a result of which he places orders for new inventory with the company's suppliers which reflect precise requirements at any given time. 

In terms of inventory control systems, this is an example of: 

A
a perpetual system
B
an ABC system

C
a re-order level system

D
a periodic review level system
LO 2h
22
Which of the following is typically an aspect of a just-in-time (JIT) system for operating raw material inventory?

(1)
The use of small frequent deliveries of raw materials

(2)
Large production batches run on an infrequent basis

(3)
Low levels of raw material inventory

(4)
High levels of raw material inventory

A
(1) only

B
(1), (2) and (4) only

C
(1) and (3) only

D
(2) and (4) only
LO 2h
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Mentron plc is a profitable company that has the following estimated figures for the coming year:

Sales
5,400,000

Gross margin
25%

Raw materials inventory
300,000

The company's inventory levels are budgeted to remain constant throughout the year and raw materials represent 65% of total production cost. 

To the nearest day, the company's budgeted raw materials inventory turnover period is:

A
20 days

B
31 days

C
39 days

D
42 days
LO 2h
24
Grenoside plc has a current ratio of 2. The directors of the company are considering two mutually exclusive actions:

(1)
To reduce the company's bank overdraft from cash resources 

(2)
To increase credit terms for customers from one month to two months

They wish to know what the effect of each action will be on the company's cash operating cycle.

If the overdraft is reduced from cash resources the cash operating cycle will:

A
shorten


B
lengthen


C
be unaffected


If credit terms to customers increase from 1 month to 2 months the cash operating cycle will:

D
shorten


E
lengthen


F
be unaffected
LO 2h
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Mentron plc is a profitable company that has the following estimated figures for the coming year:

Sales
5,400,000 (80% on credit)

Average receivables
459,000

Gross margin
25%

To the nearest day, the company's receivables collection period is budgeted to be: 

A
155 days

B
41 days

C
39 days

D
51 days 
LO 2h
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Datacom plc builds electrical appliances from bought-in components. The production director charged with the responsibility of maintaining the company's inventory levels in line with operating requirements categorises all the components according to whether they are unique or can be substituted by other components. He then stresses to his management team that the unique items must receive the greater inventory control effort. 

In terms of inventory control systems, this is an example of: 

A
a perpetual system

B
an ABC system

C
a re-order level system

D
a periodic review level system
LO 2h
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For a retailer let:

S 
= Sales

P 
= Purchases

O 
= Opening inventory

C
= Closing inventory

D
= Opening receivables

R 
= Closing receivables

Which of the following is the best expression for receivables days at the period end?

A
([D + R] / P) ( 365

B
([D + R] / S) ( 365

C
(R / S) ( 365

D
(D / S) ( 365
LO 2h
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A company's results for the latest year are as follows:

	Cost of sales to sales
	50%

	Sales to capital employed
	2.5 times

	Non-current assets to capital employed
	70%

	Current ratio
	2:1

	Sales revenue
	£1,800,000


The closing balance of the company's current assets was:

A
£342,000

B
£432,000

C
£1,008,000

D
£1,032,000
LO 2h
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Which of the following statements about payment practices is/are true?

(1)
Deliberate late payment is unethical.

(2)
It is good practice to employ transparent payment processes.

(3)
Prompt payment is essential for a prosperous economy.

A
(1), (2) and (3)

B
(1) and (2) only

C
(1) only

D
(2) and (3) only
LO 5a

Chapter 8: Performance management

1
Which two of the following are features of effective feedback reports?

A
Distributed to the board of directors

B
Contain at least 20 pages of information

C
Made available in a timely fashion

D
Sufficiently accurate for the purpose intended

E
Produced on an annual basis
LO 3a

2
Which of the following statements about management control reports is not correct?

A
Reports should be completely accurate.

B
Reports should be clear and comprehensive.
C
Reports could usefully include information about uncontrollable items.

D
Based on the information contained in reports, managers may decided 
to do nothing.
LO 3a
3
Which of the following is an example of budget bias?
A
A manager uses his best estimate of likely costs when setting the budget.

B
A manager's advertising budget is disproportionately large in comparison with the budgeted revenue to be generated.

C
A manager underestimates revenues when setting the budget to ensure that the budget target can be easily exceeded.
D
A manager will consult with his team to try to establish an appropriate sales volume target.
LO 3a
4
Gamma Division is an investment centre within Planets plc. Over which of the following is/are the manager of Gamma unlikely to have control?
(1)
Local (ie, divisional) inventory levels

(2)
Transfer prices from Gamma to other divisions within Planets plc

(3)
Apportioned head office costs

(4)
Fixed costs incurred in the division

A
(1), (2) and (3) only

B
(1), (2) and (4) only

C
(3) only

D
(3) and (4) only
LO 3b

5
The manager of a trading division has complete autonomy regarding the purchase and use of non-current assets. The division operates its own accounts payable function in respect of suppliers but the group head office operates a central credit control department and policy in respect of its customers.

Inventories of goods for sale are kept in central stores, from which local divisions call off requirements for a direct delivery to customers. 

Divisional performance is assessed on the basis of controllable residual income. The company requires a rate of return of 'R'.

Using the following symbols:

	Divisional non-current assets
	
	 N

	Apportioned part of central inventory
	
	 I

	Divisional working capital
	
	

	 
Receivables
	 D
	

	 
Bank
	 B
	

	 
Payables
	 (P)
	

	
	
	 W

	Divisional net assets
	
	 T

	
	
	

	Divisional contribution
	
	 C

	Controllable fixed costs
	
	 F

	Head office charges
	
	 H


Which of the following formulae calculates the division's controllable residual income?

A
[C – F] – [T ( R]

B
[C – F] – [W ( R]
C
[C – F] – [(N + B – P) ( R]

D
[C – F – H] – [T ( R]
LO 3b
6
JuiceBar Ltd is a small food retail business that has achieved the following results for its latest financial year commencing 1 January 20X6.

	Sales revenue
	£230,400

	Net profit margin
	20%

	Return on capital employed (return on investment)
	25%

	Ratio of non-current assets to working capital (net current assets)
	1:1

	Current ratio
	3:2


What was the value of JuiceBar's current liabilities at 31 December 20X6?

A
£11,520

B
£184,320

C
£284,320

D
£288,000
LO 3b
7
The Midlands Division of a national house-building group is projected to earn profits of 
£5 million in 20X9 on capital employed at the year end of £20 million. The Midlands Division had been set a target return on investment (ROI) of 30%.

The manager of Midlands Division is considering disposing of an undeveloped site in Worcester with a full market value of £6 million for a reduced figure of £5 million in order to secure the sale before the year end. The Worcester site has a net book value of £3 million.

Which of the following statements is true?

A
The revised divisional ROI will be below 30% and the manager will make a goal congruent decision.

B
The revised divisional ROI will be above 30% and the manager will make a goal congruent decision.

C
The revised divisional ROI will be below 30% and the manager will not make a goal congruent decision.

D
The revised divisional ROI will be above 30% and the manager will not make a goal congruent decision.
LO 3b

8
On the last day of the financial year a division has net assets with a total carrying amount of £720,000. The return on investment (ROI) for the division is 15%.

The division manager is considering selling a non-current asset immediately prior to the year end. The non-current asset has a carrying amount of £36,000 and will sell for a profit of £14,000.

What would be the division's ROI immediately after the sale of the asset at the end of the year?

A
14.7%

B
15.6%

C
16.6%

D
17.8%
LO 3b

9
Division D is considering a project which will increase annual profit by £74,250 but will require the average working capital investment to increase by £495,000. The division currently earns a return on investment of 18%. The group's target return on investment (ROI) is 12% and the imputed interest cost of capital is 14%.

Would the performance measures of ROI and residual income (RI) motivate the manager of 
division D to act in the interest of the group as a whole?


ROI
RI

A
Yes
Yes

B
Yes
No

C
No
Yes

D
No
No
LO 3b
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A division currently has an investment base of £5,200,000 and annual profits of £1,040,000. The following additional investments are being considered:

	
	Investment
	Annual profit

	
	£'000
	£'000

	Investment L
	1,300
	435

	Investment M
	870
	192

	Investment N
	3,035
	760


Which combination of investments will maximise the division's return on investment?

A
Investment L only

B
Investment N only

C
Investments L and N

D
Investments L, M and N
LO 3b
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Division X currently earns a return on investment (ROI) of 16%. The company's target ROI is 13% and the imputed interest cost of capital is 12%.

Which of the following statements is correct?

A
The division ROI can be increased by investing in a project earning an annual return of 14%.

B
The division residual income can be increased by investing in a project earning an annual return of 14%.

C
The division ROI can be increased by discontinuing a project which currently earns an annual return of 17%.

D
The division residual income can be increased by discontinuing a project which currently earns an annual return of 14%.
LO 3b
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Which of the following is a perspective that is monitored by the balanced scorecard approach to performance measurement?
A
Health and safety

B
Customer
C
Supplier

D
Ethics
LO 3b
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Which of the following describes aspects of a flexible budget?

A
A budget comprising variable production costs only

B
A budget which is updated with actual costs and revenues as they occur during the budget period

C
A budget which shows the costs and revenues at different levels of activity

D
A sales revenue budget which is changed to reflect the actual unit sales price
LO 3b
14
Which of the following statements is/are correct?

(1)
Fixed budgets are useful for control purposes.

(2)
A prerequisite of flexible budgeting is a knowledge of which costs are fixed and which are variable.

(3)
Budgetary control procedures are useful only to maintain control over an organisation's expenditure.

A
(1), (2) and (3)

B
(1) and (2) only

C
(2) and (3) only
D
(2) only
LO 3b
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A company manufactures a single product and has drawn up the following flexed budget for the year.

	
	 40%
	 50%
	 60%

	
	 £     
	 £     
	 £     

	Variable materials
	 240,000
	 300,000
	 360,000

	Variable labour
	 180,000
	 225,000
	 270,000

	Production overhead
	 108,000
	 121,000
	 134,000

	Other overhead
	 80,000
	 80,000
	 80,000


What would be the total cost in a budget that is flexed at the 55% level of activity?

A
£806,000

B
£798,600

C
£785,000

D
£705,000
LO 3c
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A company manufactures a single product and has drawn up the following flexed budget for the year.

	
	60%
	70%
	80%

	
	£   
	£   
	£  

	Variable materials
	180,000
	210,000
	240,000

	Variable labour
	60,000
	70,000
	80,000

	Production overhead
	52,000
	54,000
	56,000

	Other overhead
	50,000
	50,000
	50,000


What would be the total cost in a budget that is flexed at the 64% level of activity?

A
£308,800

B
£358,800

C
£361,467

D
£364,800
LO 3c
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A division has a residual income of £960,000 and a net profit before imputed interest of £2,560,000.

If it uses a rate of 10% for computing imputed interest on its invested capital, what is its return on investment?

A
6%

B
10%

C
16%

D
22%
LO 3b
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Division Y of Price Ltd produced the following results in the last financial year:

	
	£'000

	Net profit
	400

	Average net assets
	2,000

	
	


For evaluation purposes all divisional assets are valued at original cost. The division is considering a project which will increase annual net profit by £30,000, but will require average inventory levels to increase by £100,000 and fixed assets to increase by £100,000. Price Ltd imposes a 14% capital charge on its divisions.

Given these circumstances, will the evaluation criteria of return on investment (ROI) and residual income (RI) motivate division Y managers to accept the project?

	
	ROI
	RI

	A
	No
	Yes

	B
	Yes
	Yes

	C
	No
	No


D
Yes
No
LO 3b
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A division currently has an annual return on investment (ROI) of 30% on its investment base of £1,200,000. The following additional projects are being considered:

	
	Investment
	Annual
	

	Project
	outlay
	profit
	ROI

	
	£'000
	£'000
	% 

	K
	300
	100
	33

	L
	700
	210
	30

	M
	500
	130
	26

	N
	200
	44
	22


Which combination of investments will maximise the division's return on investment assuming unlimited capital is available?

A 
K, L, M and N

B 
K, L and M only

C 
K and L only

D 
K only
LO 3b
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Ulster plc estimates that the net cash flows associated with a new piece of equipment will be equal in each of the five years of the asset's life.

In assessing performance, Return on Investment (ROI) is used, but the figures for capital employed and accounting profit have come under scrutiny.

Which methods of stating these two components of ROI will provide figures which are constant from year to year over the five-year life of this new asset?
	
	Capital employed
	Accounting profit

	A
	Gross book value
	Profit after charging depreciation on a reducing balance basis

	B
	Net book value
	Profit after charging depreciation on a straight-line basis

	C
	Gross book value
	Profit after charging depreciation on a straight-line basis

	D
	Net book value
	Profit after charging depreciation on a reducing balance basis



LO 3b
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Which of the following statements about cloud accounting is/are correct?
(1)
Sharing files requires physically exchanging files.

(2)
Updates to software are done by the cloud accounting provider.

(3)
Cloud accounting requires powerful PCs.

A
(1), (2) and (3)

B
(1) and (3) only

C
(2) only

D
(2) and (3) only
LO 3e
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Which of the following terms best describes the decision by a firm to reduce costs by transferring responsibility for part of the firm's activities to outside providers?
A
Privatisation

B
Off-shoring

C
Outsourcing

D
Shared service centre implementation
LO 3f
23
Accounting information stored in the cloud can be added to or accessed from anywhere, using any device with an internet connection. 

Which two of the following represent likely benefits of this feature?
A
More accurate financial information is generated
B
A project manager at a client site can check whether a payment has been received
C
Accounts staff have the ability to work from home
D
Accounting information is more secure
LO 3e
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What is the most likely reason for a reduced company head count from the implementation of a shared service centre (SSC)?
A
Staff will leave the company rather than adjust to new working patterns and responsibilities
B
Most SSCs are abroad and people are not willing to relocate
C
Economies of scale will arise as a result of using a single location for the various functions that are operating
D
Working in an SSC is seen as low status and it is difficult to attract staff
LO 3f
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The financial controller of Bigg Ltd, who is employed in its shared service centre (SSC), has decided that one of Bigg’s business units has too high a budget for staff training. The business unit’s managing director has argued against this stating that a budget for staff training is fundamental to the effective operation of the business unit. 


What particular feature of an SSC does this situation reflect?
A
SSC staff are often overworked and cannot give business issues proper consideration
B
SSC staff can be unaware of local business conditions
C
SSC staff are required as part of their role to cut costs wherever they identify the opportunity
D
SSC staff do not regard themselves as accountable to business units
LO 3f
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Each division of a company provides results using a balanced scorecard approach. It was established that the human interpretation of performance management varied, as managers did not consider the measures in the balanced scorecard equally. 


What type of bias does this refer to?
A
Confirmation 
B
Survivorship 
C
Omitted variable
D
Cognitive 
LO 3d
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Which of the following key performance indicators (KPIs) relates to governance?
A
Employee satisfaction index 

B
Revenue per employee 
C
Hours per employee of anti-corruption training

D
Employee utilisation rate 
LO 5a
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Which of the following statements is not correct?
A
Worker rights is an example of the impacts aspect of sustainability 

B
The World Economic Forum (WEF) ESG metrics pillars are principles of governance, planet, people and prosperity 
C
Scenario analysis can be used to explore climate change risk

D
Transition risks arise from the physical effects of climate change 
LO 5a

Chapter 9: Standard costing and variance analysis

1
Which of the following would cause a cost variance?

A
Actual prices are the same as budgeted prices.

B
Actual prices are different from forecast prices.

C
Actual production volume is the same as budgeted production volume.

D
Actual resource usage is different from planned resource usage.
LO 3c

2
Fadew Ltd uses a standard costing system. The budget for one of its products for June includes labour cost (based on 4 hours per unit) of £17,600. During June 350 units were made which was 25 units less than budgeted. The labour cost incurred was £11,850 and the number of labour hours worked was 1,000. 

Fadew's labour rate variance for June was:

A
£120 (F)

B
£4,577 (F)

C
£120 (A)

D
£4,577 (A)
LO 3c

3
Blade plc uses a standard costing system. The budget for 'Excel Knife' product includes labour cost (based on 2 hours per unit) of £27,600. During the last financial period 1,250 units were made which was 250 units more than budgeted. The labour cost incurred was £28,850 and the number of labour hours worked was 2,400. 

The labour efficiency variance for the month was:

A
£1,202 (F)

B
£1,202 (A)

C
£1,380 (A)

D
£1,380 (F)
LO 3c
4
Extracts from Mahon Ltd's records for November 20X7 are as follows:

	
	Budget
	Actual

	Production
	1,248 units
	1,344 units

	Variable production overhead cost
	£7,488
	£7,677

	Labour hours worked
	3,744
	5,376


The variable production overhead total variance for November is:

A
£387 (A)

B
£387 (F) 

C
£189 (A)

D
£189 (F) 
LO 3c

5
Cotswold Ltd is a manufacturer of a single product. Data for January 20X6 from Cotswold's records are:

	Budgeted fixed overhead per unit
	£18

	Budgeted output
	24,000 units

	Actual output
	28,800 units

	Actual fixed overheads
	£471,200


What is Cotswold's fixed overhead expenditure variance for January 20X6?

A
£39,200 (A)

B
£39,200 (F)

C
£47,200 (F)

D
£47,200 (A)
LO 3c
6
The board of directors of Spillane Ltd have asked the finance director to reconcile the budgeted contribution to the actual contribution in future management reports. 

Which of the following should the finance director not need to account for?

A
Sales price variances

B
Fixed overhead variances

C
Marginal cost variances

D
Sales volume variances
LO 3c
7
Chiltern Ltd is a manufacturing company. In March 20X7 Chiltern used 33,840 kg of material at a total standard cost of £245,340. The material usage variance was £1,914 favourable.

Calculate the standard allowed weight of material for the actual production achieved by Chiltern in March 20X7.

A
33,576 kg

B
33,840 kg

C
34,104 kg

D
35,754 kg
LO 3c
8
Mendip plc operates a call centre and during its first quarter 7,700 staff hours were worked at a standard cost of £12.50 per hour. The labour efficiency variance was £22,800 favourable.

How many standard hours should have been worked?

A
9,524

B
7,700

C
5,876

D
1,824
LO 3c

9
Variances which are controllable can be described as which of the following?

A
Random deviations

B
Either random deviations or planned deviations

C
The result of a manager's actions and decisions
D
Marginal costs
LO 3c
10
Which of the following would help to explain a favourable materials price variance?
A
A reduction in quality control checking standards

B
Using a higher quality of materials than specified in the standard

C
Achieving a lower output volume than budgeted

D
A discount offered by a materials supplier
LO 3c
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Which two of the following would cause a favourable variable overhead efficiency variance?

A
Using less material than the flexed materials usage budget predicts

B
Working fewer hours than the flexed labour hours budget predicts

C
The flexed budgeted hours for actual output is higher than the actual hours worked

D
Fixed overhead expenditure being less than budgeted
LO 3c
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The total labour variance for the latest period was adverse. 

Which of the following are, together, certain to have caused this variance?

A
Lower hourly rates than standard and higher than budgeted labour hours

B
Higher hourly rates than standard and lower than budgeted labour hours

C
Lower hourly rates than standard and lower than standard labour hours for the actual production

D
Higher hourly rates than standard and higher than standard labour hours for the actual production
LO 3c
13
A business has a budgeted labour cost per unit of £19.50. During the month of July production details were as follows:

	Budget
	30,240 units

	Actual
	28,800 units


The actual labour cost for the month was £674,675.

What was the total labour variance as a percentage of the flexed budgeted figure?

A
20.1% (A)

B
20.1% (F)

C
14.4% (A)

D
14.4% (F)
LO 3c
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A company's actual output for the period was 52,800 units and variable overhead costs per unit were in line with budget. The budgeted output was 54,000 and the budgeted variable overhead cost per unit was £4.20 and actual total overhead expenditure of £259,200 meant that fixed overheads were £19,200 under budget. 

What was the budgeted level of fixed overheads for the period?
A
£56,640

B
£51,600

C
£21,600

D
£18,240
LO 3c
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The following information relates to product Delta.

	
	 Standard
	 Actual

	
	 £ per unit
	 £ per unit
	 £ per unit
	 £ per unit

	Selling price
	
	 26
	
	 29

	Variable material and labour
	 6
	
	 5
	

	Variable overhead
	 2
	
	 3
	

	
	
	   8
	
	   8

	Contribution
	
	 18
	
	 21


Budgeted sales volume for the latest period was 1,870 units. The actual sales volume achieved was 2,000 units.

Which of the following shows the correct combination of the favourable sales volume variance and the favourable sales price variation?


Sales volume variance
Sales price variance
A
£2,340 
£5,610 

B
£2,340
£6,000 

C
£2,730 
£6,000 

D
£3,380 
£6,000
LO 3c
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The budgeted sales revenue for product T last period was £96,000 with a standard selling price of £80 and a standard variable cost per unit of £72. Actual sales for the period were 1,090 units, generating sales revenue of £85,020 and a contribution of £8,175.

Which of the following shows the correct combination of the adverse sales volume variance and the adverse sales price variance?


Sales volume variance
Sales price variance
A
£825 
£2,180 

B
£880
£2,180 

C
£880 
£10,980 

D
£8,800 
£2,180
LO 3c

17
The materials price variance was favourable in June because the purchases manager found a new, cheaper materials supplier. In August, the sales manager was blamed for the large adverse sales volume variance. 

What type of bias has occurred?
A
Omitted variable 
B
Cognitive 
C
Confirmation
D
Self-selection
LO 3d

Chapter 10: Breakeven analysis and limiting factor analysis

1
The contribution per unit required to breakeven is best given by which of the following?
A
(Unit selling price less unit variable cost) ( number of units sold
B
Unit contribution ( number of units sold
C
Total fixed costs
D
Total fixed costs/number of units sold
LO 4a
2
Sudan plc makes a single product and incurs fixed costs of £125,000 per month. Variable cost per unit is £55 and each unit sells for £105. Monthly sales demand is 6,000 units. 

The breakeven point in terms of monthly sales units is:

A
1,190 units

B
2,273 units

C
2,500 units

D
3,500 units
LO 4a
3
A manufacturing company makes a single product, which it sells for £40 per unit. Fixed costs are £184,320 per month and the product has a contribution ratio of 30%. 

In a period when actual sales were £737,600, the company's margin of safety, in units, was:
A
123,200

B
18,440

C
15,360
D
3,080
LO 4a
4
A company has budgeted sales revenue of £750,000 for its first quarter and achieved a contribution ratio of 30%. Fixed production costs are £125,000 and fixed selling costs are £35,000.

What is the breakeven sales revenue?

A
£750,000

B
£533,333

C
£416,667

D
£11,667
LO 4a
5
A company has calculated its margin of safety to be 15% of budgeted sales. Budgeted sales are 165,000 units per month and budgeted contribution is £12 per unit.

What are the budgeted fixed costs per month?
A
£2,277,000

B
£1,980,000

C
£1,683,000

D
£1,386,000
LO 4a
6
Queen Victoria Ltd sells a single product, the Arcadia. This product sells for £85, and makes a contribution of £25 per unit. Total fixed costs per annum are £198,125. 

If Queen Victoria Ltd wishes to make an annual profit of £144,000, how many Arcadias do they need to sell?
A
13,685 units

B
7,925 units

C
5,760 units

D
4,025 units
LO 4a
7
Trinidad Ltd expects a new venture to yield a gross profit of 25% on sales. 

Fixed salary costs are expected to be £10,150 per month and other expenses are expected to be 2% of sales.

Calculate the sales revenue necessary to yield a monthly profit of £12,850.

A
£100,000

B
£92,000

C
£55,870

D
£44,130
LO 4a
8
Howard Ltd manufactures a product which has a selling price of £28 and a variable cost of £12 per unit. The company incurs annual fixed costs of £560,400. Annual sales demand is 38,000 units.

New production methods are under consideration, which would cause a 20% increase in fixed costs but secure a reduction of £2 in the variable cost per unit. The new production methods would result in a superior product and would enable the sales price to be increased by £2 per unit.

If Howard Ltd implements the new production methods and wishes to achieve a profit 10% higher than that under the existing method, the number of units to be produced and sold annually would be:

A
72,484

B
36,242

C
33,714

D
24,161
LO 4a
9
When using limiting factor analysis in order to calculate maximum profit, which two of the following assumptions should be made?
A
Fixed costs per unit are not changed by increases or decreases in production volume.
B
Fixed costs in total are not changed by increases or decreases in production volume.
C
Variable costs per unit are not changed by increases or decreases in production volume.
D
Variable costs in total are not changed by increases or decreases in production volume.
LO 4b

10
Missionary Ltd is a manufacturing company that makes and sells a single product, for which standard cost details are as follows:

	
	 £ per unit

	 Variable material (£22 per kg)
	 88

	 Variable labour (£9 per hour)
	 18

	 Production overhead
	   12

	 Total production cost
	 118


Missionary Ltd holds no inventories.

Demand for next year will be 26,000 units but only 50,000 hours of labour and 100,000 kg of material will be available. 

What will be the limiting factor next period?

A
Material only

B
Labour only

C
Material and labour

D
Sales demand
LO 4b
11
Trident Ltd produces three products which have the following unit contributions and labour requirements.

	
	Unit
	Labour

	Product
	contribution
	requirement

	
	£
	Hours

	Left
	11.30
	3

	Middle
	9.60
	2

	Right
	10.20
	2


Due to industrial action only 4,600 labour hours are available next period, when expected demand is 1,000 units of each product. Fixed costs are £11,060 for the period.

What is the maximum profit that can be achieved next period?

A
£20,040

B
£12,400

C
£11,000

D
£8,400
LO 4b
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Using the following data the financial controller of Greenland plc has correctly selected the production plan which will maximise profit for next month, assuming 36,013 labour hours are available.

	
	 Product: Julianhaab
	 Product: Nuuk

	
	 £ per unit
	 £ per unit
	 £ per unit
	 £ per unit

	Selling price
	
	 410
	
	 564

	Less
Direct and variable costs
	
	
	
	

	 
Materials
	 62
	
	 108
	

	 
Labour (at £10 per hour)
	 140
	
	 190
	

	
	
	    (202)
	
	    (298)

	Contribution
	
	     208
	
	     266

	Maximum demand (units)
	
	 2,400
	
	 2,880


If an extra 266 hours were available (at the normal hourly rate of £10) and allocated optimally, profit for next month would be expected to increase by:

A
£3,952

B
£3,824

C
£3,724
D
£1,064
LO 4b
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ABC Ltd purchases three products from a single raw material that is limited in supply. Product details for February 20X5 are as follows:

	
	Product A
	Product B
	Product C

	Maximum demand (units)
	1,900
	5,760
	6,720

	Optimum planned production
	1,728
	Nil
	6,720

	Unit contribution
	£4.50
	£1.70
	£2.95

	Raw material cost per unit (£0.25 per kg)
	£1.25
	£0.50
	£0.75


The planned production optimises the use of 6,000 kg of raw material that is available from ABC's normal supplier at the price of £0.25 kg. However, a new supplier has been found that is prepared to supply a further 1,000 kg of the material.

The maximum price that ABC Ltd should be prepared to pay for the additional material is:

A
£1,143

B
£1,150

C
£893

D
£900
LO 4b
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Ferry plc manufactures three products, the selling prices, maximum demand and cost details of which are as follows:

	
	A
	B
	C

	
	£   
	£   
	£   

	Unit selling price
	312
	384
	396

	Unit costs
	
	
	

	
Variable materials (£10/kg)
	48
	24
	72

	
Variable labour (£8/hr)
	32
	48
	40

	
Variable overhead
	16
	24
	20

	
Fixed overheads
	48
	72
	60

	Maximum demand
	1,000
	1,000
	500


In the forthcoming period direct materials are restricted to 4,320 kg and Ferry plc has contracted to supply 200 units of C and 200 units of B to a customer (included in the maximum demand figures above). 

What is the profit-maximising production plan?

A
A: 900 units, B: NIL units, C: NIL units

B
A: NIL units, B: 1,000 units, C: 267 units

C
A: 400 units, B: 1,000 units, C: NIL units

D
A: 100 units, B: 1,000 units, C: 200 units
LO 4b
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Hartinger Ltd manufactures two components, the X and the Y, using the same machines for each. The budget for next year requires the production of 9,900 units of each component.

The variable production cost per component is as follows:

	
	Machine hours
	Variable production

	
	per unit
	cost (£ per unit)

	X
	3½
	48

	Y
	2
	86


Only 38,000 machine hours will be available next year. A sub-contractor has quoted the following unit prices to supply components: X £55; Y £95.

The optimum plan to obtain the components required is:

	
	Component X
	Component Y

	
	
	Purchase from
	
	Purchase from

	
	Produce
	sub-contractor
	Produce
	sub-contractor

	
	Units
	Units
	Units
	Units

	A
	9,900
	0
	1,675
	8,225

	B
	4,700
	5,200
	9,900
	0

	C
	0
	9,900
	1,675
	8,225

	D
	5,200
	4,700
	9,900
	0



LO 4b
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A company manufactures two products, the P and the Q, using the same material for each. Details concerning the products are as follows:

	
	 Product P
	 Product Q

	 Annual demand (units)
	 23,400
	 31,200

	 Variable production cost per unit
	 £17
	 £25.50

	 Material required per unit
	 7 kg
	 16 kg


The supply of material is limited to 580,000 kg next year.

A subcontractor has quoted the following unit prices to supply the products: P £27.50; Q £54.30.
The optimum plan to obtain all requirements of products P and Q is:

	
	Product P
	Product Q

	
	Manufacture
	Purchase from
	Manufacture
	Purchase from

	
	internally
	sub-contractor
	internally
	sub-contractor

	
	Units
	Units
	Units
	Units

	A
	0
	23,400
	31,200
	0

	B
	23,400
	0
	0
	31,200

	C
	11,542
	11,858
	31,200
	0

	D
	23,400
	0
	26,012
	5,188



LO 4b

Chapter 11: Investment appraisal techniques

1
Tangerine Ltd is considering purchasing a new machine at a cost of £110,400 that will be operated for four years, after which time it will be sold for an estimated £9,600. Tangerine uses a straight line depreciation policy. Forecast operating profits to be generated by the machine are as follows:

	Year
	£    

	1
	39,600

	2
	19,600

	3
	22,400

	4
	32,400


What are the payback period (PP) and the average accounting rate of return (ARR), calculated as average annual profits divided by the average investment?

	
	PP
	ARR

	A
	2.02 years
	47.5%

	B
	3.89 years
	25.8%

	C
	3.89 years
	47.5%

	D
	2.06 years
	25.8%
	LO 4c


2
A company is currently evaluating a project which requires investments of £12,000 now, and £4,800 at the end of Year 1. The cash inflow from the project will be £16,800 at the end of Year 2 and £14,400 at the end of Year 3. 

The cost of capital is 15%. 

Calculate the discounted payback period (DPP) and the net present value (NPV).

	
	DPP
	NPV

	A
	2.0 years
	£6,000

	B
	2.36 years
	£4,440

	C
	2.0 years
	£4,440

	D
	2.36 years
	£6,000
	LO 4c


3
An investment will generate cash flows of £5,400 each year in Years 3 to 10 (ie, first amount to be received three years from now). The discount rate is 20% per annum. 

What is the present value of the cash flows?
A
£18,322

B
£14,774

C
£14,386

D
£11,264
LO 4c
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Dublin Ltd is taking out a leasing agreement for five years. Dublin must pay £24,000 at the beginning of the first year as a deposit, to be followed by four equal payments at the beginning of Years 2, 3, 4 and 5. At a discount rate of 10%, the present value of the four equal payments is £63,590. 

The total amount to be paid during the lease period is:
A
£112,258

B
£104,240
C
£96,380

D
£87,590
LO 4c
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Earnshaw plc has made an investment with a net present value (NPV) of £42,000 at 10% and a NPV of (£22,000) at 20%. 

Calculate the approximate internal rate of return (IRR).
A
31.0%

B
16.6%

C
15.0%
D
13.4%
LO 4c
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Nugent plc is considering investing £384,000 in a new hi-tech printing machine which will generate the following positive cash flows.

	Year
	Cash flow

	1
	£76,080

	2
	£429,600

	3
	£117,360


The net present value of the project's cash flows, at a cost of capital of 18%, is:

A
£87,653

B
£60,364

C
£1,612

D
(£7,429)
LO 4c
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Which of the following is an advantage of the payback method of investment appraisal?

A
It takes into account inflows beyond the payback period.

B
Investment risk is reduced if the payback period is longer.

C
It quantifies the effect of the timing of cash flows through the investment.

D
It is useful as an initial screening device.
LO 4d
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Which two of the following are advantages of the accounting rate of return (ARR) method of investment appraisal?

A
It is based on objective accounting profits.

B
The calculation method of ARR is universally agreed.

C
It involves a familiar concept of a percentage return.

D
It takes account of returns over the entire project life.
LO 4d
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When discussing the internal rate of return (IRR) and net present value (NPV) techniques, which of the following statements is not true?

A
Both methods give the same accept or reject decision, when there is a pattern of conventional cash flows.

B
IRR is technically superior to NPV and easier to calculate.

C
The NPV approach is superior if discount rates are expected to vary over the life of the project.

D
The IRR method and the accounting rate of return (ARR) can be confused.
LO 4d
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Dahlia Ltd is considering investing in a two-year project. The initial investment in machinery and set-up costs will be £360,000 payable immediately. In addition, working capital of £24,000 is required at the beginning of the contract which will be released at the end of the two years.

Dahlia has a cost of capital of 15%. In order to make the project financially viable, what is the minimum acceptable contract price to be received at the end of the contract?

A
£507,937

B
£483,937

C
£459,937

D
£365,856
LO 4c
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Brackenwood plc is a tree felling company that needs to replace a major item of capital equipment in three years' time. The estimated replacement cost will be £500,000. Funds for the replacement are to be provided by setting aside four equal annual sums and investing them at 10% pa. The first amount will be invested immediately, the last in three years' time.

What is the annual amount that Brackenwood should set aside?

A
£118,454

B
£112,755

C
£109,874

D
£107,686
LO 4c
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Greenthumb Ltd wishes to make an investment of £150,000 on 31 December 20X7 and produce an annual return of £10,000 in perpetuity, with the first income occurring on 1 January 20X9.

What is the net present value of this investment on 31 December 20X7 discounted at 5%?

A
£40,476
B
£50,000
C
(£50,000)
D
£42,500
LO 4c
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Sudan Ltd wishes to undertake a project requiring an investment of £732,000 which will generate equal annual inflows of £146,400 in perpetuity.

If the first inflow from the investment is a year after the initial investment, what is the IRR of the project?

A
20%

B
25%

C
400%

D
500%
LO 4c
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Sandisc plc is considering purchasing a state-of-the-art printing press at a cost of £330,000. The management of Sandisc estimate that the investment will produce an annual saving in operating costs of £80,000 for seven years. 

If the purchase goes ahead on 1 January 20X1 and the savings are receivable from 
31 December 20X1 to 31 December 20X7, the internal rate of return of the investment is approximately:

A
20%

B
15%

C
10%

D
5%
LO 4c
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Holepunch Ltd intends to purchase a new investment property at a cost of £960,000. The existing tenant in the property will pay an initial rent of £168,000 at the end of each of Years 1 to 5 and this will increase to a rent of £218,000 at the end of each of Years 6 to 10. At the end of Year 10 the directors of Holepunch believe they could sell the property for £1.5 million.

Calculate the discounted payback period of the investment using a cost of capital of 10%.

A
6.9 years

B
7.9 years

C
8.4 years

D
8.9 years
LO 4c
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Which of the following statements is false for a project with conventional cashflows of outflow followed by inflows?

A
A disadvantage of the IRR method of investment appraisal is that it ignores the relative size of the investment.

B
If the internal rate of return is less than the cost of capital, then the project has a positive NPV at the cost of capital.

C
A change in the cost of capital does not affect the payback period.

D
A positive NPV indicates that a project is acceptable from a financial point of view.

LO 4d
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Which of the following statements about the accounting rate of return (ARR) method and the payback method is false?

A
Both methods are unaffected by changes in the cost of capital.

B
The ARR takes account of returns over the entire life of the project.

C
Both methods are based on the project's cash flows.

D
A requirement for an early payback can enhance a company's liquidity.
LO 4d
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A company is appraising two projects. Project X has a positive NPV at a zero discount rate and project Y has a negative NPV. Project X has two internal rates of return of 12% and 27%. Project Y has two internal rates of return of 9% and 18%.

The company's cost of capital is 20%.

Which is the correct combination of decisions concerning projects X and Y?


Project X
Project Y

A
Accept
Accept

B
Accept
Reject

C
Reject
Accept

D
Reject
Reject
LO 4c
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The NPV profiles of P and Q have been sketched as follows:
[image: image1.wmf]
Which two of the following statements about the projects are correct?

A
The sum of the cash flows of project Q is £50,000.

B
Both projects are acceptable at a discount rate of 15%.

C
Project Q has two IRRs.

D
Both projects earn the same NPV at a discounted rate of 30%.
LO 4c
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A conventional project has a payback period of four years and yields a constant annual cash flow. The cost of capital is 15%.

Which of the following statements is true?

A
The net present value of the project must always be negative.
B
The average accounting rate of return is never less than zero.
C
The internal rate of return of the project must equal 15%.
D
The net present value of the project must always be positive. 
LO 4c
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Sputnik Ltd is considering two separate investment projects. Both projects involve an initial outlay and both are expected to produce positive annual net cash flows throughout their expected lives. The projects are not mutually exclusive. The company uses the net present value (NPV) method and internal rate of return (IRR) method to evaluate its investment projects.

The following statements have been made in relation to the above projects:

(1)
The IRR method may produce multiple solutions for one or both of the projects.
(2)
The IRR method and NPV method may not give the same decision concerning acceptance or rejection of the projects.
(3)
The IRR method and NPV method may not rank the projects in the same order of acceptability.
Which of the above statements is/are correct?

A 
(3) only 
B 
(1) and (2) 
C
(2) and (3)
D 
(1) and (3)
LO 4d
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Projects X and Y both have an initial outflow followed by a series of inflows. At an interest rate of 16% project Y has the greater Net Present Value (NPV). The discount rate at which both projects have the same NPV is greater than 16%, but less than the Internal Rates of Return of either individual project.

Which diagram best represents the relationship between the NPVs of the projects and the discount rate i?


[image: image2.wmf][image: image3.wmf]

[image: image4.wmf] [image: image5.wmf]
A
Diagram A
B
Diagram B
C
Diagram C
D
Diagram D
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A project has an initial outflow followed by several years of inflows.

What would be the effects on the internal rate of return (IRR) of the project and its payback period of an increase in the company's cost of capital?

	
	IRR
	Payback period

	A
	No change
	No change

	B
	Increase
	No change

	C
	No change
	Increase

	D
	Increase
	Increase
	LO 4c
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A project has a normal pattern of cash flows (ie, an initial outflow followed by several years of inflows).

What would be the effects on the internal rate of return (IRR) of the project and its discounted payback period (DPP) of an increase in the company's cost of capital?
	
	IRR
	DPP

	A
	Increase
	Decrease

	B
	No change
	Increase

	C
	Increase
	Increase

	D
	No change
	Decrease
	LO 4c
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A project has an initial cash outflow followed by three annual positive cash inflows and has a payback period of two years.

What is the validity of the following statements?

(1)
The project always has a unique internal rate of return.
(2)
If the internal rate of return is less than the cost of capital then the project has a positive NPV at the cost of capital.

	
	Statement (1)
	Statement (2)

	A
	False
	True

	B
	True
	True

	C
	False
	False

	D
	True
	False
	LO 4d
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A company is considering a two-year project which has two annual internal rates of return, namely 10% and 25%. The sum of the undiscounted cash flows is negative. 
The project will necessarily have a positive net present value, when the annual cost of capital is:
A
more than 25%

B
more than 10%

C
between 10% and 25%

D
less than 25%
LO 4c
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A project with an initial cash outflow of £110,000 was expected to have the following cash inflows which arise at the end of each year:

Year 1
£38,000

Year 2
£38,000

Year 3
£38,000

Year 4
£38,000

Subsequently it was discovered that the cash inflow at the end of Year 3 had been underestimated by £12,000. 

What would be the effect on the project's internal rate of return (IRR) and its payback period?
	
	IRR
	Payback period

	A
	Decrease
	No change

	B
	Increase
	Decrease

	C
	Increase
	No change

	D
	Decrease
	Decrease




LO 4c
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A company is considering undertaking a cost reduction project which will require an outlay in one year's time (t1) of £500,000. Savings in costs are likely to amount to £200,000 at t2, and £300,000 at t3. The company's cost of capital is 10% pa.

If all cash savings are deemed to arise at the end of each year, what (to the nearest £1,000) is the NPV of the project?

A
£(70,000)

B
£64,000

C
£70,000

D
£(64,000) 
LO 4c
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A company has £75,000 in a bank account as at 31 December 20X0. The company then deposits £4,000 in the account at the end of each of the next three years (ie, 20X1, 20X2, 20X3). 

If all amounts in the account earn annual interest at 8% per annum, what will be the balance on the account at 1 January 20X4?

A
£82,133

B
£95,800

C
£96,466

D
£107,464
LO 4c
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Which of the following are reasons why environmental costs should be recorded and monitored?
(1)
To aid pricing decisions
(2)
To reduce the chances of incurring fines
(3)
To ensure a good business reputation is maintained

(4)
To reduce costs
A 
(1) and (2) only 
B 
(2) and (3) only 
C
(3) and (4) only
D 
(1), (2), (3) and (4)
LO 5a
Scenario-based questions


1
Shah Ltd

Shah Ltd (Shah) manufactures a single product, the Choco. The budgeted sales price and production cost per unit of the Choco is as follows:

	
	£ 

	Selling price
	360

	Variable materials
	50

	Variable labour
	40

	Variable production overheads
	15

	Fixed production overheads
	10


The budgeted selling, distribution and administration costs are as follows:

Fixed 

£38,400 per annum

Variable 
£2 per unit
The budgeted and actual production for the month of June was 600 units. There was opening inventory at the start of June of 15 units and closing inventory at the end of June of 20 units. Budgeted fixed costs are incurred evenly per month. 
Actual costs and the selling price were as budgeted in June except for the variable selling, distribution and administration costs, which were 10% higher than budgeted, and actual fixed production overheads which were £6,600.

Requirement

Calculate the profit or loss for June using both absorption costing and marginal costing.

Enter costs as negative values.

	
	Absorption
	
	Marginal

	
	£
	
	£
	
	£
	
	£

	Sales
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Variable production costs
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Fixed production costs absorbed
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Opening inventory
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Closing inventory
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Production cost of sales
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Under-/over- absorption
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Variable selling, administration and distribution
	
	
	
	
	
	
	

	Fixed selling, administration and distribution
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Fixed production costs
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Profit/loss
	
	
	
	
	
	
	


Shah plans to introduce a new product, the Choco Special, a deluxe version of the Choco. The budgeted total marginal cost for the Choco Special is £420 per unit and £40 per unit for fixed overheads. In order to set a selling price Shah plans to use a mark up of 25% on the absorption cost.
Requirements

At the end of the first month of production of the Choco Special there is a closing inventory. Will the profits for the Choco Special calculated under marginal costing be higher than, lower than or the same as those calculated under absorption costing?

Use the drop down to select from:

	Higher

	Lower

	Same


Calculate the % margin for the Choco Special using the planned selling price.

	%



LO 1c, LO 1e


2
Otter Ltd

Otter Ltd (Otter) manufactures and sells a range of three sunglasses – the Shade, the Cool and the Supercool. Production and sales data for May was as follows:

	
	Shade
	Cool
	Supercool

	Selling price per unit
	£15
	£26
	£40

	Variable materials per unit
	£3
	£6
	£8

	Variable labour per unit
	£2
	£5
	£7

	Variable production overhead per unit
	£1
	£2
	£2

	
	
	
	

	Actual production
	15,000 units
	10,000 units
	5,000 units

	Closing inventory
	1,000 units
	500 units
	200 units


The variable labour cost is £10 per hour and Otter's fixed overheads for May were £103,500. 
Requirement

Calculate the total value of the closing inventory for each product under marginal costing.

	
	£

	Shade
	

	
	

	Cool
	

	
	

	Supercool
	


Otter is considering the impact of changing to absorption costing. 
Requirement

Calculate the fixed overhead absorption rate per labour hour for May.

	
	£ per labour hour

	Fixed overhead absorption rate
	



During June the fixed overhead absorption rate was calculated as £8 per labour hour and the value of the closing inventory under absorption costing, and the number of units, was as below. The labour cost per hour and per unit remained at their May values.
	
	Closing inventory value
	Closing inventory

	
	£
	Units

	Shade
	21,120
	2,400

	Cool
	17,500
	1,000

	Supercool
	11,650
	500


Requirement

Calculate the total value of the closing inventory for June for each product under marginal costing.

	
	£

	Shade
	

	
	

	Cool
	

	
	

	Supercool 
	


There was no opening inventory in September. Sales price and marginal cost information for September was as follows:

	
	Shade
	Cool
	Supercool

	Selling price (per unit)
	£15
	£26
	£40

	Marginal cost (per unit) as May
	£6
	£13
	£17

	Sales (units)
	13,000
	9,000
	4,500

	Production (units)
	15,000
	10,000
	5,000

	
	
	
	

	Overhead absorption rate per labour hour = £9
	
	


Requirement

Assuming the same fixed production overheads and labour hours per unit in September as for May, complete the table below which calculates Otter's gross profit for September under marginal costing and absorption costing.

	
	Marginal costing

£
	
	Absorption costing

£

	Sales revenue
	
	
	

	    Shade
	
	
	

	
	
	
	

	    Cool
	
	
	

	
	
	
	

	    Supercool
	
	
	

	
	
	
	

	Total sales revenue
	
	
	

	
	
	
	

	Total marginal cost of sales
	
	
	

	
	
	
	

	Total absorption cost of sales
	
	
	

	
	
	
	

	Fixed production overheads
	(103,500)
	
	

	
	
	
	

	Gross profit
	
	
	


During October the number of units in closing inventory was higher than the number of units in opening inventory. Costs per unit were as in September. 
Requirement

Select whether the gross profit in October was:

A
higher under marginal costing

B
higher under absorption costing

C
exactly the same under absorption and marginal costing
LO 1c
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Mango Ltd

Mango Ltd manufactures a type of exercise equipment called the Shrinker. The standard cost per Shrinker is as follows:

	
	
	£ 

	Materials
	6 kg @ £5/kg
	30

	Labour
	10 hours @ £20/hour
	200

	Variable overheads
	10 hours @ £5/hour

	50

	Fixed overheads
	10 hours @ £2/hour
	   20

	Total absorption cost
	
	300


The budgeted production and sales for each month are 300 Shrinkers, selling for £500 each. 

In April everything went according to budget except that only 260 Shrinkers were sold.
Requirement

Calculate the difference between the absorption costing and marginal costing profits for April.

	Difference
	£
	


Actual results for May are as follows:

The average selling price per Shrinker was 10% lower than budget and unit production and sales were 20% higher than budget. The total labour variance was £5,220 adverse with 3,510 hours worked. The total materials variance was £2,700 favourable and 1,800 kg of materials were used. Fixed and variable overheads were £5,900 and £17,550 respectively. 
Requirement

Complete the table below to generate the marginal costing operating statement for May.

Make one entry (adverse or favourable) for each variance and enter a zero or dash in the other column.

Enter the net total of adverse and favourable variances as either a positive number (favourable total) or negative number (adverse total) in the final column.

Operating statement for May

	
	Favourable

£
	
	Adverse

£
	
	£

	
	
	
	
	
	

	Budgeted profit
	
	
	
	
	

	
	
	
	
	
	

	Sales volume variance
	
	
	
	
	

	
	
	
	
	
	

	Sales price variance
	
	
	
	
	

	
	
	
	
	
	

	Cost variances
	
	
	
	
	

	
	
	
	
	
	

	Materials price 
	
	
	
	
	

	
	
	
	
	
	

	Materials usage 
	
	
	
	
	

	
	
	
	
	
	

	Labour rate 
	
	
	
	
	

	
	
	
	
	
	

	Labour efficiency 
	
	
	
	
	

	
	
	
	
	
	

	Variable overhead rate 
	
	
	
	
	

	
	
	
	
	
	

	Variable overhead efficiency
	
	
	
	
	

	Fixed overhead expenditure
	
	
	
	
	

	
	
	
	
	
	

	Total variances
	
	
	
	
	

	
	
	
	
	
	

	Actual profit
	
	
	
	
	


LO 3c
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Frost plc

A newly established manufacturing company, Frost plc (Frost), manufactures three types of chair: Superior, Comfort and Support. The budgeted data for chairs for 20X1 was as follows:

	
	Cost 
	Resource required

	Variable labour (all types of chair)
	£9 per hour
	1.5 hours

	Variable material – Superior
	£4 per kg
	2.5 kg

	Variable material – Comfort
	£4 per kg
	2 kg

	Variable material – Support
	£2 per kg
	1 kg

	Variable production overheads
	£2 per hour
	As labour


Requirement

Calculate the budgeted prime cost per Support chair for 20X1.

	£
	


In 20X1 Frost worked 29,875 labour hours, split as follows:

	
	Labour hours

	Support
	7,500

	Comfort
	11,875

	Superior
	10,500


During the year the company incurred fixed production overheads of £285,000 of which two thirds related to the manufacture of Superior chairs. Support and Comfort chairs shared the remaining fixed production overhead equally. All fixed overheads are absorbed into output using a rate per labour hour based upon actual labour hours worked. 
Requirement

Calculate the actual absorption cost per Comfort chair in 20X1.

	£
	


During 20X1 the actual absorption cost per Superior chair was £50 and the accountant of Frost decided to set all its selling prices using a target mark up of 20% on the absorption cost per unit. 
Requirement

Calculate the selling price per Superior chair in 20X1.

	£
	


During the following year, 20X2,  there was a change in health and safety legislation which required an extra 10% of labour time per chair from the level in 20X1. However, as a result of other changes, the fixed production overheads were 5% lower than their level in 20X1. Material costs and usage and variable overheads were at the same level as for 20X1, as was the volume of output for all products.
Requirement

Calculate the fixed overhead absorption rate per labour hour for Superior chairs in 20X2.

	£
	


Frost's budget for the next year, 20X3, is to be set using the materials usage and variable overhead costs for all products as in 20X1 but the raw materials cost is expected to be 5% higher per kg. The labour time per unit is budgeted to 110% of that in 20X1. The fixed overhead absorption rate for 20X3 is budgeted to be £25 per unit of output.
Requirement

Calculate the budgeted absorption cost per Comfort chair for 20X3.

	£
	


When the actual cost reports for 20X3 became available they showed that the absorption cost per unit for Support chairs was £50. In order to stimulate sales demand for 20X4 a target margin of 20% was set.
Requirement

Using this data for Support chairs for 20X3 and the target margin, calculate the selling price for 20X4.

	£
	


Frost's managing director asked to see the effect of calculating the fixed overhead absorption rate in different ways. In particular she wanted to see the effect of using a blanket absorption rate (based on all of the company's products) on selling prices. The target margin remained at 20%. 

During 20X4 the company manufactured 4,000 chairs of each type and the variable cost for a Comfort chair was £50. In 20X4 total fixed overheads were £400,000 of which 30% were attributable to Comfort chairs. Labour hours per unit remained in line with the 20X3 budget.
Requirement

Calculate the decrease in the selling price of a Comfort chair achieved by switching from a fixed overhead rate absorption rate based on the specific chair's labour hours to a single blanket fixed overhead absorption rate based on all three chair types.

	£
	


The budgeted company wide blanket fixed overhead absorption rate for 20X4 was £30 per chair.

Requirement
Calculate the total under or over absorption of fixed overheads for all three chair types using the company wide blanket absorption rate in 20X4.
	£
	
	Use drop down box to select from:

	
	
	Under absorption

	
	
	Over absorption
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Rollbeam Ltd

Rollbeam Ltd (Rollbeam) produces several types of frozen dessert. You have been provided with the following expected average weekly information for June.

	Sales
	
	 £33,000 

	Ingredients 
	 £6,050
	

	Staff
	 £11,550 
	

	Power 
	 £3,100
	

	Factory rent and rates
	   £3,600
	 (£24,300)

	Profit
	
	 £8,700


The average dessert sells for £6 per unit. All costs may be regarded as varying with the number of desserts sold except for power costs which are semi-variable with a fixed element of £2,000 per week and factory rent and rates which are fixed.

Requirement
Calculate the number of desserts (to the nearest whole dessert) that would need to be sold to earn a profit of £11,000 per week. 


	
	desserts per week


In July, the average selling price per dessert is expected to stay the same as June, but sales volume is expected to be 15% higher than June. Contribution is expected to be £2.40 per dessert and fixed costs are expected to be £5,700.

Requirement
Calculate the margin of safety percentage per week for July (to the nearest whole number).

	
	%


In August, Rollbeam considers selling some of the desserts in smaller portions called mini-pots, in addition to the usual desserts. It estimates that 1,200 mini-pots could be sold each week at £3 per mini-pot. The variable cost of each mini-pot would be £1.40. Incremental fixed costs per week would be £1,100. All other revenue and cost data for existing desserts is the same as in July.
Requirement

Calculate the additional profit or loss that Rollbeam would earn per week from introducing the mini-pots.


	£       
	additional profit/(loss)


Poor weather conditions have led to a worldwide shortage of vanilla and the recipes for desserts and mini-pots have been amended slightly. The number of millilitres (ml) of vanilla extract available for November will be 215,800 ml. The management accountant has budgeted the following data for November:

	
	Desserts
	Mini-pots

	Contribution per dessert
	£2.30
	£1.10

	Vanilla extract required per unit (ml)
	40
	22

	Fixed costs
	£5,600
	£1,200

	Maximum demand per week (units)
	4,900
	1,100


Requirement

Calculate the optimum number of desserts and mini-pots that Rollbeam should produce in order to maximise contribution per week in November.

	                   
	units of desserts

	
	units of mini-pots


Rollbeam is considering investing in several new pieces of equipment and has not decided on its preferred method of project appraisal. Data relating to each piece of equipment is shown below:

Blancher

A blancher costing £650,000 in Year 0 is to be depreciated straight line to a residual value of £100,000 over four years. Profits after depreciation in Years 1 to 4 respectively are: £237,500, £137,500, £127,500, £90,000. Profit is calculated as cash flow less depreciation.
Compactor

The compactor costs £95,000 in Year 0 and saves cash costs at the end of Years 1 to 4 respectively of: £32,000, £41,000, £38,000 and £15,000. There is no residual value.

Belt conveyor

A belt conveyor costing £140,000 would be bought in Year 0. Annual cash savings generated from using the belt conveyor would be a constant £45,000 pa for five years and the residual value after five years is expected to be £20,000, receivable in addition to the Year 5 inflow of £45,000.

Mixer

The mixer costs £190,000 in Year 0 and generates cash inflows of £54,000 pa in Years 1 to 5. The scrap value after five years is expected to be £25,000, receivable in addition to the £54,000 inflow in Year 5. Annual profit is calculated as cash inflow less straight line depreciation.
Processor tank

The processor tank costs £250,000 in Year 0 and will save costs of £50,000 pa in Years 1 to 7. There is no residual value.

Requirements

Calculate the payback period (to the nearest whole year) for the blancher.

	                    
	years


Calculate the discounted payback for the compactor (to the nearest whole year) using a 10% cost of capital.

	                   
	years


Calculate the net present value for the belt conveyor (to the nearest £100) using a 10% cost of capital.

	£                    
	


Calculate the accounting rate of return for the mixer (to the nearest whole percent) using the average investment.

	                   
	%


Calculate the internal rate of return for the processor tank (to the nearest whole percent) using costs of capital of 5% and 10%.

	                    
	%
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Birlea Ltd

Birlea produces three types of bird feeder called Ground, Window and Seed. It is preparing its budget for the month of December based on the following information.

Budgeted sales 

Ground
3,000 feeders at £10 each

Window
2,000 feeders at £13 each

Seed

4,000 feeders at £15 each

Budgeted inventory and production 
	
	Ground
	Window
	Seed

	Opening inventory (units)
	500
	800
	400

	Production (units)
	2,700
	2,500
	4,000


Budgeted labour, materials and variable overheads for the Seed

	
	Seed

	Materials per unit at £0.30 per gram
	16 g

	Labour per unit at £24 per hour
	0.25 hours

	Variable overheads (total for 4,000 units)
	£4,800


A supermarket that purchases the feeders has asked for 20% of the production of the Seed to be delivered early in December. This 20% will require overtime which is paid at a premium of 50% above the normal rate.

Actual total overhead costs for the Ground in the last six months
	
	Units
	Total overhead

	
	produced
	costs

	
	
	£      

	June
	3,000
	21,700

	July
	2,800
	21,000

	August
	2,950
	21,500

	September
	    3,200
	22,000

	October
	    2,850
	22,500

	November
	    2,900
	21,000


Birlea wishes to use this data to budget fixed and variable overheads for the Ground for December.

Requirements

Calculate the budgeted total contribution for the 4,000 Seeds sold in December. 

	
	£

	Total contribution
	


Calculate the budgeted closing inventory for December of the Ground and the Window.

	
	Ground
	Window

	Closing inventory (units)
	
	


If the budgeted fixed overhead absorption rate for the Seed is £6 per labour hour, calculate the budgeted total fixed overheads for the Seed in December.

	£                    
	


Using the high low method, calculate the total fixed overheads and variable overheads per unit for the Ground.

	Total fixed overheads
	£

	
	

	Variable overheads per unit
	£


The budgeted overheads for the Window for December were:

	Fixed overheads
	£12,000

	
	

	Variable overheads per unit
	£1.50


Requirement

Calculate the total budgeted overhead for the Window for December. 
	Total budgeted overhead 
	£


Birlea is now preparing its cash receipts budget for the months March, April and May. Total budgeted sales of all feeders are £120,000 in each month from January to March, £130,000 in April and £140,000 in May.

30% of sales in any month are for cash and customers who pay cash receive a 2% discount.

70% of sales in any month are made on credit. 75% of customers pay after one month and 20% pay after two months. The remainder is never paid. 

Requirement

Prepare the following cash receipts budget extracts for the period March to May.

You should make an entry in every box in the cash budget. Enter a zero or dash where applicable. Do not leave any boxes blank. All figures should be entered to the nearest £.

	
	March
	April
	May

	
	£
	£
	£

	Receipts from cash sales
	
	
	

	Receipts from credit sales
	
	
	


Birlea is now preparing its cash payments budget for the Seed. Sales of the Seed are budgeted to be 4,100 units per month in the period January to March, rising to 4,200 units in April and 4,300 units in May and June.

Production of the Seed takes place a month before sale. Labour and materials costs per unit are budgeted to be the same as December but no overtime is expected in this period.

Materials are purchased in the month before production and paid for one month later. Birlea receives a discount of 5% on these purchases.

40% of labour costs are paid in the month of production and the balance is paid for one month after production.

Requirement

Prepare the following cash payments budget extracts for the Seed for the period March to May.

You should make an entry in every box in the cash budget. Enter a zero or dash where applicable. Do not leave any boxes blank. All figures should be entered to the nearest £.

	
	March
	April
	May

	
	£
	£
	£

	Payments for the Seed materials purchases
	
	
	

	Payments for the Seed labour costs
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Question Bank


ICAEW provides the electronic question banks to give you access to additional questions not ordinarily available to students. The questions are designed to aid learning rather than revision and so should not be considered exam-standard.


The published question bank contains exam-standard questions and can be ordered from ICAEW.
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