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Cost Accounting and Quantitative Analysis
Marking Scheme

Question 1
@ Overhead Andysis Sheat

December 2001

Machining Assembly Maintenance Stores Total
£ £ £ £ £
Indirect materias 100,000 100,000 45,000 9,000 254,000
Indirect wages 100,000 98,500 92500 46000 337,000
Managers sdaries (employees) 30,000 30,000 10,000 10,000 80,000
Depreciation of machines (vaue) 120,000 30,000 - - 150,000
Hesting & lighting (ares) 10,000 15,000 10000 15000 50,000
Building insurance (area) 5,000 7,500 5,000 7500 25,000
Insurance of machines (vaue) 12,000 3,000 - - 15,000
Rent and rates (areq) 20,000 30,000 20000 30000 100,000
397,000 314,000 182500 117500 1,011,000
4
Need to regpportion stores and maintenance departments.
Machining Assembly  Stores  Maintenance
Stores (using issues) 40% 40% 2%
Maintenance 50% 5% 2 2
(using maintenance hours)
(iereciproca service costs)
N.B: Using specified order of closure:
Would expect to close maintenance firgt asit does 25% of itswork for stores, which is
larger than the 20% stores does for maintenance. (See Drury page 103).
Machining Assembly Maintenance Stores
Apportion maintenance (50% 25% 25%) 91,250 45625 (182,500) 45,625
A pportion stores (50% 50%) 81562 81,563 Nil (163125)
Total 569,812 441188
(b) Overhead Absorption Rate for machinery department is:
£569,812 = £11.40 per machine hour 1%
50,000 machine hours
Overhead Absorption Rate for assembly department is:
£441,188 = £5.88 per labour hour 1%

75,000 labour hours
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Cost Accounting and Quantitative Analysis December 2001
Marking Scheme

(© Reasons to use standard costs and activity:

need to charge overheads to customers throughout costing period
not practica to wait till end of codting period

helps smooth out seasond fluctuations

helps planning

charge consstent pricesto customers

1 mark for each reason, up to a maximum of 3
Problems:

can cause problem of under/over absorption
may not recover full costs
1 mark for each problem, up to a maximum of 2

©)
d Expected cost of materids:

£900x02 = 180
£1200x 05 = 600
£1600x 03 = 480
Totd 1260
Pricefor Order AXB 03:
Units Flunit Tota
£
Direct Maerids 1260 2
Direct Labour 25 hrs £8/hr 200 1
Indirect Costs
Assembly 25 hrs £5.88 147 1
Machine 20 hrs £11.40 228 1
Total Costs 1835
Plus 25% 459 1
Total Price 224 1
(7
(25)

NB the 25 labour hours are assumed to be spent in the Assembly department and 20
meachine hoursin the Machining department. No information is given in the question
to the contray. However, should a student make a clearly stated different assumption
then full credit will be given).
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Marking Scheme

Question 2

@

Process A Cost Account
kg per £ kg per £
kg kg
Woodpulp 2500 £9 2500 % | Normal 3 £l I ¥
Loss-10%

Viscose 1,000 £2.50 2500 Y-

Stirrers 6000 2| Abnormd 150 £15 22500 1

(400 hrsx £15) Loss

Checkers 5000 Y

(200 hrsx £25)

Overheads Hat rate 3600 1 | ProcessB 3000 £15 45000 1%

(E25,000x 32%)  Oncost 8000

47,600 47,600

6

Workings

Cost per kg

= Tota Cost- Scrap Vaue on Norma Loss
Normal Units Produced
= £47,600- £350 = £15 per kg
3150 kgs
Process B Cost Account
Kg per £ kg per £
kg kg

Transfer from 3000 £15 45,000 Normal Loss 640 £2 1,280 1

ProcessA (3,200 x20%)

Finishing agent 200 £50 10,000 s

Finishing Saff 4,000 % | Transfer to 2700 £25 67500 1

(200 hrsx £20) Finished Stock

Overheads Hat rate 1280 1

(£10,000 Oncost 5000

x10%)

Abnormd Gan 140 £25 3500 1%

63,780 68,780 5

(11)
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Marking Scheme

Workings

Cost per kg
= Tota Cost- Scrap Vaue on Norma Loss
Normal Units Produced

= £65,280- £1,280 = £25 per kg
25060 kgs

(b) Marks to be awarded are shown initdics.

Normal Loss Account

£ £
ProcessA 30 | Bank 330 1
ProcessB 1,280 | Abnormd Gan 280
Bank (500x £2) 1,000 1
_ 1630 |
Abnormal Gain Account
£
£
Normal Loss 280 | 1| ProcessB 3500
(140x £2)
Profit & Loss A/C 3220 | 1
3500 3500
Abnormal Loss Account
£ £
Process A 2290 | Bank 150 1
(150 x £1)
Profit & Loss A/C 2,100 1
2290 2250
(6)
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Marking Scheme

(© Cdculation of Mean and Standard Deviaion (using the six vaues given for the

previous periods):
X (X-X) (X-X)?
2460 (150 22500
2,600 (10) 100
2650 40 1,600
2520 (90) 8100
2,190 180 32400
2620 10 100
S 15640 64,800
é X 15, 640
X=—"—=""""=2610 (rounded from 2606.67)

W’a(: 1X) 4’ —11384

Sdting up the null hypothesis (and assuming that this is a two tail test ie testing
tha “normd output should be expected to be 2500kg’ per the quedtion
requirement. Could dso have used a one tal test if testing the Managing
Director’s comment re; “sgnificantly higher”).

Hge m=2500kg
Hi mt 2500 kg

Thisisasmal sample (less than 30) s0 haveto use“t” ddidic/test

Caculaet satisic: ———~
SE
S 11384

o = 46.74
T e
v 2,610- 2,500 517
46.47

Compare to criticd vaue in sudent's T didribution table & n1 degrees of
freedom (in this case 61 = 5) so valueis 2.571

Concluson: At the 95% dgnificance levd, there is insufficient evidence to
rgect the null hypothess. The vaue of losses should remain & 2500kg, but a

larger sample should be taken to enable a more precise edimate of the true
average losses.

(NB. It is possble to use the last 5 output figures for testing — as the quote in the
guestion implies.  Alternatively, could use the output in pat (8) as wdl as the Six given
figures and test usng seven outputs).
Some dight differences may aise due to roundingsnon roundings of figures but full
credit will be given where dudents demondrate correct methodology and follow
calculations through appropriately.
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Question 3

€)] Different types of standard cost.

Basic sandard - Origind  benchmark/specification, used for long run
comparisons
|ded standard - Assumes 100% efficency dl the time May dso not

indude dl coddddays which ae ineviteblelpat of
production process Should not be used for cost
comparison/control purposes.

Attainablestandard — Attainable under normal (efficient) operating conditions.
Currentgandard —  Attainable standard kept updated for price changes.

1% marks each for identification and explanation with a maximum of 6

Public sector use?
Unlikely to be usad in purest/drictest form because most public sector is
“sarvice’ based output with different customers/needs/quality issues efc.
Would need to be a repetitive “product” based area — not impossible (eg
school meals ?? output from a council run workshop? Etc) 2

(8
(b) 1,200 Grommits actudly produced

Standard cost of 1

Materias lkg@£2perkg = £2
Labour
Turners 2hrs@ 10 = £20
Finishers l1hr@8 = £8
Standard Cost = @
Actuals
Materids 1500 kg @ £220 per kg = £3,300
Labour
Turners 2500 hrs@ 95 = £23,750
Finishers 1,200 hr @ 8.2 = £9,840
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Materids Cost Variance
(1,200x 2)— (1,500 % 2.2)
2400—- 3,300 = £900(A)

Materias Price Variance:
1500kg (2—2.20) = £300(A)

Materials Usage Variance:
(1,200kg — 1,500 kg) x 2 = £600(A)
1 mark per variance up to a maximum of 3

Labour Cogt variance
Turners (1,200 x 20) — 23,750 = £250 (F)
Finishers (1,200 x 8) — 9,840 = £240 (A)
Rate: Turners 2500 hrs(10-9.5) = 1,250 (F)
Finishers 1,200 hrs(8-82) = 240(A)
Eff: Turners (2,400—- 2500) x 10 = 1,000 (A)
Finishers (1,200-1,200) x 8 = NIl
1 mark per variance up to a maximum of 6
9
(©

() Characterigtics of anorma distribution

It isacontinuous digtribution.

It isaperfectly symmetrica bell shaped curve.

The “tails’ of the digtribution continudly approach, but never touch,
the horizonta axis.

The mean, mode and median pass trough the peak of the curve and
precisaly bisect the area under the curve into two equa halves.
Thedigribution isfully defined by the mean and standard deviation.

1 mark per point up to maximum of 4

(i) Mean is 1,356 grommits 1
Standard deviation is 400. SoZ scoreis 1500 —1356 = 0.36 2
From tables there is 3594 % chance of Grommit4?3?oduction being more
than 1,500. 1
(8)
(25)
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Question 4

@ Cods in the quedtion are a mix of varigble, semi-variable, semi-fixed and fixed.
Codts need to be andysed between fixed and varidble.  Semi-variable codts
should be it into their fixed and vaidble dements usng the High/Low

method:
Direct Labour: Fixed & £272,000 up to 2,000 sessons
(semifixed) Above 2,000 sessonsfixed a £297,000
Direct Maerids: £36,000/ 1,800 sessons = £20 per session
(varidble)
Other Direct Expend:  (£20,600 - £17,700) / (2,200 — 1,800) = £7.25 vaidde
(semivariable) £17,700— (£7.25x 1,800) = £4,650 fixed
Hest, Light & Power: (£6,400— 5,600) / (2,200 — 1,800) = £2 vaiddle
(semivariaole) £5,600 — (£2 x 1,800) = £2,000 fixed
Overheads. Fixed a £120,000
Cod for 1,996 sessons
£

Direct Labour (fixed) 272,000 Ya
Direct Materias (£ x 1,996) 39,920 1
Other Direct Expenditure:

Fixed 4,650

Variable (£7.25 x 1,996) 14,471 19,121 2
Heat, Light and Power

Fixed 2,000

Variable (£2 x 1,996) 3,992 5,992 2
Overheads (fixed) 120,000 Ya

457,033

(6)
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Cost Accounting and Quantitative Analysis
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Marking Scheme
(b) Forecast
Year | Quarter | Sessions | 4Qtr | Centred Actual Forecast | Forecast
Moving / Period
Ave centred(%)
1999 | Q1 500
Q2 450
505.5
Q3 517 506125 | 102% 0
506.75
Q4 5565 507 109% 1
507.25
2000 | Q1 505 508 9% 2
508.75
Q2 452 50375 | 8% 3
510
Q3 523 510.75 102% 4
5115
Q4 530 512375 | 109% 5
51325
2001 | Q1 511 513.75 9% 6
514.25
Q2 459 7
Q3 527 8
Q4 9
2002 | Q1 10 514
Q2 11 463
Q3 12 532
Q4 13 570
2 2 2 3

Average quarterly increase in sessons.

From 506.125 sessions in Q3 of 1999 to 513.75 in Q1 of 2001.

6 quarters = 1.271 sessions per quarter.

CAQAXM4
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Cost Accounting and Quantitative Analysis

December 2001

Marking Scheme
Average seasond vaiation: (%)
Q1 Q2 Q3 Q4
1999 102% 109%
1999 9% 8% 102% 109%
2000 9%
Average % 8% 102% 109%

Therefore, forecast using y = 506.125 + 1.271x and adjust seasonally per above table.

(© Comment

The projected cost is higher due to the higher projected activity. This has
incressed dl the variable costs and has increased the semi-fixed direct labour
costs as the 2,000 sesson threshold has been exceeded and a new member of
staff needs to be employed.

The forecast activity figures are different because the Director of Activity
based higher projection on 2001 data, and on only three quarters worth of data
This produced an underestimation of 2002 activity because of:

CAQAXM4

Generd trend is for an increase in sessons year on year (SO sesSoNs in
2002 are likely to be greater than in 2001).

The seasond trend shows the highest activity in quarter 4 of each year.
The Director of Activities only used quaters 1 to 3 in the activity
projection so the average for the year istoo low.

Page 11 of 13 B

3

(14)

1
(5)

(295)



Cost Accounting and Quantitative Analysis

Marking Scheme
Question 5

Poplar ProductsLtd.

@ FIFO
Dae Receipt Price Tota
(kilos) Value
£/kg £
25qt 1000 1600 16,000
85t 2000 1700 34,000
10Sax
205t
2S¢ 2500 1500 37,500
20ct 1500 1800 27,000
190t
260c 2000 2000 40,000
5Nov 1,000 2200 22,000
12Nov
17Nov 1500 2400 36,000
212500
2

Cumulative Weighted Average

Date Receipt Price  Tota
(kilos) Vaue
£/kg £
25yt 1000 1600 16,000
85y 2000 1700 34,000
0S¢
DS
21Sq 2500 1500 37,500
20ct 1500 1800 27,000
190
260 2000 2000 40,000
5Nov. 1,000 2200 22,000
12Nov
17Nov 1500 2400 36,000
212500
2

CAQAXM4

December 2001

Issues Price Valueof Stock Balances
(kilos) issues (kilos) Price Vdue
£/kg £ £/kg £
1,000 16,000
3,000 50,000
5C 16.00 8000 2500 42000
5C 16.00 8000
20 17.00 3400 1,800 30,600
4,300 63,100
5,800 95,100
1,800 1700 30600
700 1500 10500 3,300 54,000
5300 94,000
6,300 116,000
1,800 1500 27,000
1,100 1800 19800 3400 69,200
4,900 105,200
107,300 1
2
)
Issues Prie Valueof Stock Balances
(kilos) Issues  (kilos) Price  Vaue
£/kg £ £/kg £
1,000 16.00C 16,000
3,000 16,667 50,000
50 16.667 8334 2500 16.667 41,666
7 16.667 11,667 1,800 16,667 30,000
4,300 1569€ 67,500
5,800 16202 94,500
2,500 16.293 40,733 3,300 16.29: 53767
5,300 1769z 93767
6,300 18.37¢ 115,767
2,900 18.37¢ 53,290 3,400 1837¢ 62477
4900 20.007 98477
1404
2
(10)
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(b) Periodic weighted average method.

Under this method a retrospective average price is caculated a the end of the
period. NB with the cumulative average price method it is usud to recaculate
the new average price whenever a new receipt of materid occurs. Thus with
the “periodic” method caculaions are easer/less frequent. The method has to

be applied retrospectively because not dl the information needed to caculate
the issue price is available until the end of the period.

1 mark for explaining “ retrospective at end of year”
1 mark for saying “ cumulative is recal culated when new material received’
2 marks for stating “ easier and less frequent, and information not available till end of period”

() Risngeach month a 2%

End of year: (1.02) x £24 = £30.44 (a26.8% increase)
1

1%
Risng each quarter by 3%
End of year: (1.03)*x £24 = £27.01 (a12.5% increase)
1 1%

(d In times of rigng prices stock brought earlier will have cost less than the latest
gock bought in. Using a LIFO approach, the costsivaue of the stock recently
bought in is used to price issues. This means that materids left in sock will be
valued at the lower/older prices. SSAP 9 dates that the LIFO gpproach does not
bear a reasonable rdationship to actud costs during a period and implies that this
method is not auiteble for externd reporting. It is dso necessary to compare
dock vadues with net redissble vdue to cater for gdtuations where sock may
have become obsol ete/deteriorated/unsdegble.

4

(5)

2 marks for explaining that earlier bought stock is cheaper

and using LIFO stock values can be much lower

2 marks for stating that these lower/outdated values

not acceptable for external reporting per SSAP 9

2 marks for mentioning net realisable value and obsol ete/unsal eable stock
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