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Read Source A in the insert.
(@) Prepare the flexible budget statement for March showing the budgeted profit.

............................................................................................................................................. [3]
(b) Calculate the following variances:
(i) material price
..................................................................................................................................... [2]
(ii) material usage
..................................................................................................................................... [2]
(iii) labour rate
..................................................................................................................................... [2]
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(iv) labour efficiency.

..................................................................................................................................... [2]
Additional information
The fixed overhead variance is analysed as follows:
$
Fixed overhead expenditure 1000 adverse
Fixed overhead volume 20000 favourable
(c) Explain the occurrence of the fixed overhead volume variance.
............................................................................................................................................. [2]
(d) Prepare a statement reconciling the flexible budget profit with the actual profit.
............................................................................................................................................. [5]
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Additional information

One of the directors is of the opinion that the standard data is artificial resulting in a significant
difference from the actual results. She suggests that W Limited should stop using the standard
costing system.

. ]

(e) Advise the directors whether or not W Limited should stop using the standard costing system.
Justify your answer.

[Total: 25]
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Read Source B in the insert.
(a) Calculate, to two decimal places, the unit selling price for each product using the traditional
method.

; ]
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Additional information
The sales volume of Grand was less than expected.

One of the directors has learnt how using activity based costing (ABC) can affect pricing.

A further analysis of the manufacturing overheads is as follows:

$
Purchase of material 39000
Machine processing 129340
Inspections 23660

(b) State three conditions which should be satisfied before a business may adopt ABC.
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(c) Calculate, to two decimal places, the unit selling price for each product using ABC.

Workings:
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(d) Explain the difference in the unit selling price for each product as calculated in (a) and (c).

(e) Advise the directors whether or not they should use ABC in the coming year. Justify your
answer.

[Total: 25]
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