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1 Read Source A in the Insert.

(a) State three advantages of using a budgetary control system.

Additional information

Actual costs incurred for May were as follows:

$
Direct materials 27 300 2184 kilos used
Direct labour 67 466 4424 labour hours used
Fixed overheads 29500
Total costs 124 266
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(c) Calculate the following variances:

(i) direct labour rate

...................................................................................................................................... [2]
(ii) direct labour efficiency
...................................................................................................................................... [2]
(iii) fixed overheads expenditure
...................................................................................................................................... [2]
(iv) fixed overheads volume.
...................................................................................................................................... [2]
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Additional information
The directors have identified that there was an adverse total direct materials variance of $420.

(d) Prepare a statement to reconcile the flexible budgeted profit from (b) with the actual profit.

Additional information

W Limited received orders for goods to be supplied in June from three customers only.

Customers A B C
Units ordered 300 700 400
Unit selling price $135| $130| $132

The budgeted data for May for the production of one unit remains valid. However, W Limited has
to pay an overtime premium of 75% to workers for production in excess of 1200 units in a month.

W Limited is considering two options only.

Option 1 Accept the orders of A, B and C.
Option 2 Accept the orders of A and B only.
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5
(e) Advise the directors which option they should choose.
Justify your answer by:

e showing appropriate calculations (ignoring fixed overheads)
e making reference to non-financial factors.

[Total: 25]
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2 Read Source B in the Insert.

(a) Calculate:

(i)

(i)
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the payback period in years and days

the accounting rate of return to two decimal places
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(iii) the net present value

(iv) the internal rate of return to two decimal places.
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(b) Advise the directors whether Z Limited should purchase the machine to manufacture the new
product.

Justify your answer with reference to financial and non-financial factors.
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Additional information

The expected cost of the machine, $300 000, includes an import duty of 20%. The import duty has
increased to 30% due to a recent unfavourable trade agreement.

(c) Explain the impact of this increase in the import duty on the decision in (b).

Support your answer with calculations.

[Total: 25]
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