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The solutions in this document are published byoteting Technicians Ireland. They are intended to
provide guidance to students and their teacheerdaty possible answers to questions in our
examinations.

Although they are published by us, we do not nerédgsendorse these solutions or agree with thevsie
expressed by their authors.

There are often many possible approaches to tii@olof questions in professional examinations. It
should not be assumed that the approach adoptadsa solutions is the ideal or the one prefergedsb
Alternative answers will be marked on their own itser

This publication is intended to serve as an edanatiaid. For this reason, the published solutigitls
often be significantly longer than would be expdatéa candidate in an examination. This will be
particularly the case where discursive answersnaaved.

This publication is copyright 2013 and may not éproduced without permission of Accounting
Technicians Ireland.

© Accounting Technicians Ireland,2013.
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Accounting Technicians Ireland

2nd Year Examination: Autumn 2013

Paper: MANAGEMENT ACCOUNTING

Monday 26™ August 2013 - 2.30 p.m. to 5.30 p.m.

INSTRUCTIONS TO CANDIDATES

In this examination paper the €/£ symbol may be uretstood and used by candidates in Northern Irelando
indicate the UK pound sterling and the €/£ symbol my be understood by candidates in the Republic oféland
to indicate the Euro.

Answer FIVE questions.
Answer all three questions in Section A. Answer _any twof the three questions in Section B.

If more than the required number of questions is aawered, then only the requisite number, in the ordefiled,
will be corrected.

Candidates should allocate their time carefully.
All figures should be labelled, as appropriate, e.cE/£’s, units etc.
Answers should be illustrated with examples, wherappropriate.

Question 1 begins on Page 2 overleaf.
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SECTION A
ANSWER ALL THREE QUESTIONS

QUESTION 1 (Compulsory)

Tannian Ltd. has produced the following budgeted figures faew product which it hopes to launch.

Direct Material €/£10 per unit

Direct Labour €/E5 per unit

Variable Production Overhead €/£8 per unit

Fixed Production Overhead €/£27,000 per month
Budgeted Output 9,000 units per month
Selling Price €/£30 per unit

The following levels of activity took place overetfirst two months of the products life:

Month 1 Month 2
Production units 9,000 10,000
Sales units 8,500 9,500

Note: Actual prices and costs were the same as budgetekef first two months.

Required:
(a) Calculate the standard cost per unit and standaffi per unit under Absorption costing principles.
4 Marks
(b) Prepare a profit statement for each month (seggyate each of the following basis:
i. Absorption Costing
ii. Marginal Costing
12 Marks
(c) Prepare a reconciliation of the difference in gradported in the profit statements prepared in {igrabove.
2 Marks
(d) Clearly explain the reason for the difference ipomed profit under the two methods.
2 Marks

Total: 20 Marks
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QUESTION 2 (Compulsory)

McGann Ltd. manufactures grips for use on hurleys. The falhgws a budgeted Income Statement fo
for June 2013:

€/£

Sales Revenue 9,600
Direct Material 4,000
Direct Labour 960
Production Overhead 3,600
Selling Overhead _560

9,120
Profit 480

The following information is also supplied:

1. The monthly budgeted production and sales is 4,0M8.
2. The following breakdown between fixed and variadists applies:

Variable Fixed
Direct Materials 100% n/a
Labour €/£400 €/£560
Production Overhead €/£1,440 €/£2,160
Selling Overhead 100% n/a
Required:
(a) Calculate the following:
i. Contribution for the year;

ii. Contribution per unit;

iil. Contribution / sales ratio;

iv. Breakeven sales volume;

V. Margin of safety %;

Vi. Sales volume required to achieve a profit of €/80,4

Note: Each section carries equal marks.
12 Marks

(b) Prepare a clearly labelled breakeven chart, shothi@dpreakeven point, margin of safety and expegtefit.
6 Marks

(c) In deciding whether to make or buy the packagingtiich the grips are sold, list any twaoalitative factors
that would need to be considered in making thissitat.
2 Marks

Total: 20 Marks
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QUESTION 3 (Compulsory)

Larkin Ltd. manufactures and sells a single product. Thevatig are the standard cost specificatio
Direct Material: 6 kgs at a price of €/£6 per kg
Direct Labour: 6 hrs at a rate of €/£8 per hour

Overheads: All Overheads are fixed in nature andhfe next period they are budgeted at €/£150,@0€ Larkin
Ltd’s policy to absorb overheads at a predetermiagel per labour hour.

Sales: It is budgeted to produce and sell 10,008.u5elling price is expected to be €/£130 pét. un

For June 2013 the following actual results wereregul:

Sales Revenue €/£1,536,000 (12,000 units sold)

Material 90,000 kgs were used at a cost of €/{1RP
Labour 81,000 hours were worked at a cost of 800
Overheads Actual expenditure €/£174,000

Note: There was no closing inventory

Required:
(a) Prepare a standard cost card, showing the stacdat@nd profit per unit.
4 Marks
(b) Calculate the following variances:
i. Sales price;
ii. Sales volume;
iii. Material price;
iv. Material usage;
V. Labour rate;
Vi. Labour efficiency;
Vii. Fixed overhead expenditure;
viii. Fixed overhead volume.
10 Marks
(c) Prepare a reconciliation between budgeted profitaantual profit.
6 Marks

Total: 20Marks
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SECTION B
ANSWER TWO OUT OF THE FOLLOWING THREE QUESTIONS

QUESTION 4
Explain, giving examples, the differences betweacheof the following:
(a) Variable and Fixed cost;
(b) Normal and Abnormal loss;
(c) Payroll accounting and Labour cost accounting;
(d) FIFO and LIFO methods of inventory valuation;

(e) Sunk and Incremental costs;

Note: Each section carries equal marks.

Total: 20 Marks

QUESTION 5

During the next yeaHelebert Ltd. is planning to launch a new product and budgetss® 56,250 units of a special
material. The material will be used during the yatian even rate. Tom Helebert has decided heimgydo place
orders for 1,125 units at regular intervals dutimg year.

The costs associated with the material are aswsllo
1. Purchase Price €/£3.50 per unit.

2. Ordering costs €/£10 per order.
3. Holding costs €/£0.50 per unit per year.

Required:
(a) Calculate the ordering and holding costs basedthi@istiggested order quantity of 1,125 units perrorde
4 Marks
(b) Calculate and explain the Economic Order Quantity.
6 Marks

(c) Calculate the difference in the ordering and hadiosts between the order quantities suggestedris fa)
and (b).
4 Marks
(d) The supplier is keen to encourage Helebert Ltdortter in bulk and has offered a discount of 5% tn a

purchases for an order quantity of 5,625 units.ig@whether or not this discount is financially égcial to
Helebert Ltd.

In answering part (d) assume the order quantiyria the discount offer is 1,500 units per order.

6 Marks

Total: 20Marks
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QUESTION 6

Mary Mouch is in the process of preparing budgets for theéogeOctober to December 201
information has been provided to assist in the btidg process:

1. Budgeted monthly sales revenue is as follows:

€/£
October 40,000
November 70,000
December 50,000

January 2014 45,000
Sales are 20% cash and 80% credit. Credit salesolested over a three month period, 15% in thatmof
sale, 70% in the month following sale and 15% ie second month following sale. Bad debts of 5% are
anticipated on all credit sales.

Total sales revenue in August amounts to €/£30,800 September’s total sales revenue amounts to
€/£36,000.

2. Cost of sales is expected to amount to 60% of saleue each month.

3. The business maintains its closing inventory lee¢l85% of the following month’s cost of sales.dntory at
the beginning of October is expected to amount£4& 000.

4. 50% of inventory purchased is paid in the montlpwfchase. The remaining 50% is paid for in the tmont
following purchase. At the 30September amounts owed for purchases are €/£11,700

5. A grant of €/£20,000 is expected to be receivewhith October.

6. A van which cost €/£8,000 when purchased second Haee years ago is expected to be sold in Decembe
2013 for €/£3,000. At this time the expected neatkbealue of the van is €/£1,800.

7. Equipment costing €/£4,500 will be purchased arid fix in November. The equipment will be depreetht
on a straight line basis over three years.

8. Operating expenses are paid as incurred. Thesebeaveestimated as follows:

€/£
October 12,800
November 18,900
December 14,600

The above figures include depreciation on exisisgets of €/£2,000 per month.

9. The cash balance ofi'@October is expected to amount to €/£8,000.
Required:

(@) Calculate the purchases figure for each month fomtober 2013 to December 2013.
5 Marks

(b) Prepare a cash budget on a monthly basis andahféotthe period October 2013 to December 2013.
12 Marks

(c) Outline any thregotential benefits from the preparation of a dastiget as prepared in part (b).
3 Marks

Total: 20Marks
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2" Year Examination: August 2013

Management Accounting

Suggested Solutions

Students please noteThese are suggested solutions only; alternativeeenssmay also be deemed to be correct and

will be marked on their own merits.

Solution 1;
(@)
Selling Price
Direct Material
Direct Labour
Variable Production Overheads
Fixed Production Overheads (See Working)

Production cost
Profit per unit

(b) () Absorption Costing

Revenue

Opening Inventory
Cost of Production
Closing Inventory
Cost of Sales
Profit

Over Absorption
Adjusted Profit

Working: Production overhead cost per unit
(W1) €27,000 + 9,000 = €3

Month 1
€

255,000

0
234,000
13,000
221,000

34,000

[N |8

Month 2
€

285,000

13,000

260,000

26,000
247,000

Marks
Allocated

2 marks
1 mark
1 mark

2 marks

1 mark
1 mark
1 mark
1 mark

1 mark
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(i) Marginal Costing

Revenue

Opening Inventory

Cost of Production 207,000

Closing Inventory 11,500
Variable Cost of Sales 195,500
Contribution 59,500
Fixed Cost 27,000
Profit 32,500 39,500 1 mark
(©)
Reconciliation of Profit
Absorption Costing 34,000 0oon
Marginal Costing 32,500 39,500
Difference 1,500 1,50C
Being
Opening Inventory @ €3/ unit 0 (1,500)
Closing Inventory @ € 3/ unit 1,500 3,000
1,500 1,500 2 marks

(d)

The reason for the difference in profit is duehte difference in the valuation of inventory.

For example in month 1 the difference is €1,5004(830 in absorption v €32,500 in marginal) 2 marks
This is due to the fact that in absorption €1,5@0tkwvof the fixed overhead is not written off bnsiead is

carried forward to Month 2. This does not happemarginal costing as fixed overheads are nouded in

inventory valuation.
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Solution 2:
(a)
(i)
€
Sales Revenue 9,600
-Variable Cost 6,400
Contribution 3,200
(i)
€
Selling Price 2.40 (€9,600 =+ 4,000) 1 K
-Variable Cost 1.60 (€6,400 + 4,000) mar
CPU 0.80 1 mark
Or
Total Contribution = € 3,200 =€ 0.80 = contribution per unit
Total Units 4,000 unit
(iii)
C.P.U./SP X 100 i mart
€0.80/ €2.40 X 100 = 33.33% mar
(iv)
Fixed Cost €2.720 = 3,400 units 1 ma”l:
CPU €0.80 mar
(v)
Expected Sales (units) 4,000
BEP Sales (units) 3,400 1 K
Margin of Safety (units) 600 mar
Margin of Safety % 15% L LS
(vi)
Fixed Costs + Target Profit 1 mark
C.P.U.
(€2,720 + €1,440) = 5,200 units 1 mark
€0.8
Working 1
Variable Fixed
€
Direct Material 4,000
Direct Labour 400 560
Production Overhead 1,440 2,160
Selling Overhead 560 0

6,400 2,720
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(b) Revenue

€/t

9,600 BEP: 1
mark
MOS: 1
mark

Exp Profit:

1 mark

2,72 Fixed Costs

3,400 4,000

units units Volume

(©)
Any two
Factors that would need to be considered beforiglidlgcto make or buy the reasonable
packaging: factors x 1

mark each
1) The reliability of the supplier in terms of deliyetime.

2) Quality issues relating to the quality of the signsl product.
3) The price quoted by the supplier and the risk efgtipplier increasing the price of its product.

4) The benefit that the use of a supplier for packagiight bring in terms of being able to concentre
on core competencies.

(other relevant factors would be acceptable)
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Solution Question 3

(@)

Standard Profit

Selling Price

Direct Material (6kg x €6 per kg)
Direct Labour (6hrs x €8 per hr)

Overhead (W1) (6hr x €2.50 per hr)
Standard cost

Standard Profit 31 1 mark
Working 1
O.A.R. =€150,000 + 60,000 L.H.
= €2.50 per hour
(b)
€ N K
€1,536,000 — (12,000 x £130) = 24,000 Adv 1 1;4 mark
(12,000 — 10,000) x €31 = 62,000 Fav 11 /4 Mark
€432,000 — (90,000 X €6) = 108,000 Fav 11 /4 Mark
(90,000 — 72,000) X €6 = 108,000 Adv 11 /4 Mark
€631,800 — (81,000 X €8) = 16,200 Fav 11 /4 Mark
(81,000 — 72,000) X €8 = 72,000 Adv J ark
€174,000 - €150,000 = 24,000 Adv ROV
(12,000 — 10,000) x €15 = 30,000 Fav 4 Mar
Calculation of Actual Profit
Sales € 1,536,000
Direct materials € 432,000
Direct labour € 631,800
Overheads € 174,000 € 1,237,800
Profit € 298,200
(c) Reconciliation Statement
€ € 1 mark
Budgeted Profit 310,000
(10,000 x €31)
Sales Volume Variance 62,000 Fav
Standard Profit 372,000
Sales Price 24,000 Adv
Material Price 108,000 Fav
Material Usage 108,000 Adv
Labour Rate 16,200 Fav
Labour Efficiency 72,000 Adv
Fixed Overhead Expenditure 24,00\dv
Fixed Overhead Volume 30,000Fav
73,800 Adv 2 marks
Actual Profit 298,000 2 marks
(other reasonable layout accepted)
Format: 1

mark
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Solution 4:

(@)

(b)

()

(d)

(e)

August 2013

All the costs faced by companies can be brokentimto main categories: fixed costs and variab
costs.

Fixed costs are costs that are independent of bufhese remain constant throughout a relevant
range. An example of a fixed cost would be rent.

Variable costs are costs that vary with outputtifesactivity level varies so would the variabletcos
Material cost or sales commission would be exampiesriable costs.

Normal costs are the normal or regular costs whrehincurred in the normal conditions during the
normal operations of the organization. They arestima of actual direct materials cost, actual labour
cost and other direct expense. Example: repairsintemance, salaries paid to employees.

Abnormal costs are the costs which are unusuatregular and which are not incurred due to
abnormal situations of the operations or produstidxample: destruction due to fire, shut down of
machinery, lock outs, etc.

Payroll Accounting is the computation of the grgmsy for each employee and calculation of
payments to be made to employees, government,qrefisids, etc.

Labour Cost Accounting is the allocation of labaursts to jobs, overhead account and capital
accounts

FIFO and LIFO methods are accounting techniques usemanaging inventory. They show the
amount of money a company has tied up within inmgnbf produced goods, raw materials, parts,
components, or feed stocks.

FIFO stands fofirst-in, first-out, meaning that the oldest inventory items are mkeras sold first
but do not necessarily mean that the exact oldedigal object has been tracked and sold.

LIFO stands fotast-in, first-out, meaning that the most recently produced itemsearerded as sold
first.

A sunk cost is a cost incurred in the past — incarbe reversed and as such it is irrelevant to any
future decision. Examples of sunk costs would idelthe cost of research already carried out or the
cost of materials previously purchased but onlydeised now.

An incremental cost is a cost that will increasea consequence of a decision — that is it will be
affected by the decision. Having to buy extra mater employ extra staff as a consequence of a
decision would all be incremental costs.

definition/
example)

4 marks
(2 marks
per cost
definition/
example)

4 marks
(2 marks
per cost
definition/
example)

4 marks
(2 marks
per cost
definition/
example)

4 marks
(2 marks
per cost
definition/
example)
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Solution 5:
(a)
Order Cost
56,250 = 50
1,125 orders
50 x €/£10 = €/£500
Holding Cost
1,125 =
2 562.5
562.5 x €/£0.50 = €/£281.25 2 marks
€/£781.25
(b)
EOQ =
J 2 x 10 x 56,250
0.50
3 marks
= 1,500 units 3 marks
This is the order quantity that minimises ordefrémgl holding costs.
(©)
New Orig Diff 1 mark
Ordering Cost € € €
(56,250/1500) x €10 375.00 500.00 125.00
1 mark
Holding Cost 2 marks
(1500/2) x €0.50 375.00 281.25 93.75
750.00 781.25 31.25
(d) Existing Cost €
Material 56,250 x €3.50 196,875.00
Ordering 375.00
Holding 375.00
197,625.00
Revised Cost 2 marks
1 mark
Material €196,875 x 95% 187,031.25 1 mark
Order (56,250 +5625) x €10 100.00
Holding (5625 =+ 2) x €0.50 1,406.25
188,53750 2 marks

Therefore availing of the discount is financialiprthwhile.

There is a saving of €9,087.50.

(Alternatively the student could look at the impan each cost).
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Solution Question 6

(@)

Sales

Cost of Sales
Opening Inventory
Purchases

Closing Inventory

(b)

Inflows

Grant

Receipts from sales (W2)
Sale of van

Outflows

Equipment
Operating expenses
Purchases (W1)

Net Cashflow
Opening balance
Closing balance

Workings

(W1) Payment for Purchases

Purchases

Paid

50% month following purchases
50% month of purchase

August 2013

October
€
40,000
24,000
18,000
37,500

31,500
24,000

October
€

20,000
35,132

55,132

10,800
30,450
41,250

13,882
8,000
21,882

October

€
37,500

11,700
18,750
30,450

November
€
70,000
42,000
31,500
33,000

22,500
42,000

November

4,500
16,900
35,250
56,650

(9,286)
21,882
12,596

November

€
33,000

18,750
16,500
35,250

December

€
50,000
30,000
22,500
27,750
20,250
30,000
December Total
€ €
20,000
57,500 39,996
3,000 3,000
60,500 162,996
4,500
12,600 40,30
30,375 96,075
42,975 140,875
17,525 22,121
12,596 8,000
30,121 30,12
December
€
27,750
16,500
13,875
30,375

2 marks

1 mark

1 mark
3 marks
1 mark

1 mark
2 marks
2 marks

2 marks
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(W2) Receipts from Revenue

August
€

Revenue 30,000

Receipts

Cash (20%)

Credit (80% x 95%)
15% same month
70% following month
15% 2 months later

()

August 2013

September October
€ €

36,000 40,000

8,000

4,560
19,152
3,420
35,132

» A cash budget should be one component of a compéinghcial goals. Budgeting cash and tracking
actual cash provides a way to monitor the compdmascial operations and to make planning
adjustments where necessary. A cash budget alps &eéryone focus on company finances.

* By planning cash receipt and payments, a compamyparate its business with less working capital. |
addition, a cash budget indicates when surplus isasailable to make short-term investments. This

improves the use of money.

Reasonable
Benefits
(Any 3x1
mark each)

* When cash is available, the purchasing manageusait to negotiate purchasing discounts with vesidc

« If the company needs a loan, the lender will retjirformation in order to assess the financialtheat

the company. The cash budget provides some afithlemation required..

e A cash budget helps you track expenses more closely

* Repaying debt on time is critical in maintaining@od credit rating and maintaining good relatiopshi
with suppliers. A cash budget provides the persspansible for finances a means to ensure thatdrifl
paid on time. If there is an anticipated shortfdlé financial manager will know he may have torbar

money in the short term.
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Management Accounting

Examiner’s Report

Statistical Analysis — By Question
Question No. 1 2 3 4 5 6
Average Mark (%) 66% 46% 55% 72% 32% 47%
Nos. Attempting 203 193 203 150 119 134
Statistical Analysis - Overall

Pass Rate 64%

Average Mark 54%

Range of Marks Nos. of Students

0-39 29

40-49 45

50-59 57

60-69 44

70 and over 29

Total No. Sitting Exam 204

Total Absent 48

Total Approved Absent 11

Total No. Applied for Exam 263

General Comment:

This paper was divided into two sections A and B each consisting of three questions. All three questions in
section A were compulsory and candidates had a choice of two out of three questions from section B. All of the
questions carried 20 marks each. Questions 1, 2, 3, 5 and 6 were mainly computational with some narrative
parts whilst question 4 was narrative.

In section B question 4 proved very popular with candidates whilst question 5 proved unpopular.

The paper examined five areas of the syllabus. All of the five areas examined are key elements of the syllabus and
given the depth of their coverage in the study text, past exam papers and sample papers should not have posed
any difficulty. It is very important that candidates practice questions from those useful resources.

The rote learning that was evident in the May 2013 scripts was not as evident in this paper.
This is very positive and indicates progress because it is important that candidates understand the costing
concepts involved within the areas of the syllabus and not just learn their content.

Questions from past exam papers and sample papers will not be replicated for my exam. [ wish to promote an
understanding of the concepts and divergent thinking rather than rote learning.
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There were many very well presented scripts but there still remains an issue with the pres
scripts, particularly in relation to handwriting and labeling of questions.

Question 1

This question was compulsory and required candidatee familiar with absorption and marginal costingpiples?
Candidates were required to prepare a profit stateémnder each of the basis, reconcile the diffexén the resulti
profit figures and provide an explanation for thifference.

This question was generally well answered with mstaglents understanding the principles and haviegability to
differentiate and reconcile the profit differendetween the two principles.

However in some cases layout was careless. Madgsts used the sales units rather than productiits and ignored
the fact that there was opening and closing inwgnto

Whilst many calculated the differences between tthe principles they were unable to actually explahy the
difference arose.

Question 2

This question was compulsory and examined the iplex of breakeven analysis. Although a well angdeguestion
very few candidates constructed the breakeven esartquired by part (b) of the question.

It was clear that those that did attempt it werahla to construct a graph and fill in the elemeatgiired.

Some candidates constructed the graph withoutifab#ie X and Y axis and those candidates did aot any marks.

Part (a) of the question was divided into six pars each part required a formula. | recommendingrilown the
formula required before the numbers are insertedid@@lates will gain marks for recognizing the fotawequired.

Many candidates were putting total costs as theemator and cost per unit as the denominator anel wécsa. (not
comparing like with like)
Those students earned some marks for being famiitarthe concept but lost marks for this approach.

Question 3

This question was compulsory and tested the stisdebility to prepare a standard cost card, catewariances and
provide a reconciliation between budgeted and &phadit.

Although generally well answered many candidateédlgosales volume, material usage and labouriefity wrong.
Very few candidates calculated the fixed overhealdme variance correctly.

Part (c) of the question required candidates tonmeite budgeted profit and actual profit by meahsmw operating
statement.

This part of the question was badly answered witmyncandidates unable to reconcile the differersiaguthe
variances they had calculated in part (b).

Question 4

This was a theory question that examined the diffee between certain management accounting terms.

This was the most popular question in section Biefpaper with most candidates scored very highly.

However, whilst some candidates were fully ablexplain the differences they did not provide exaam@s required.
Those candidates lost marks as a result. It is itapbto carefully read the requirements of eadstjan.

Question 5

This question examined the candidates knowleddkeofatios used in the management of inventorylseve

This was the least popular question in section Bhefpaper.

The few candidates that did attempt this questiohnidt score highly. Most candidates were not femilvith the
Economic Order Quantity and the calculation thereof
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Question 6

This question examined the area of budgeting.dtired candidates to calculate the purchases figuepar
budget for three months and outline three benefifgeparing a cash budget.

Generally this question was well answered. Theutation of the cash flows from sales and purchaseged the mo
difficult. However in some cases the layout of theestion was poor with candidates not differemathetween cash
inflows and cash outflows.

It was surprising the number of candidates thduaed depreciation as a cash flow.
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