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Source A for Question 1

|Capita| intensive |
P Limited manufactures two products| Alghaland|Beta| Alpha is a machine-intensive product, and
Beta is a labour-intensive product. The company has been using|absorption costind, and fixed
overheads are absorbed by each product on the basis of direct labour hours. The selling price of each
product is set at a mark-up of 50%. Co<t x S0/ - Roﬁ.

Budgeted information for the coming year is as follows:

Alpha Beta
production and sales (units) | 2000 | | 4000 |
direct materials per unit $32 $36

direct labour per unit ($20 per hour)  Z2%¢$40 4 HW$80

machine hours per unit 1.60 0.7

fixed overheads $360000
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Read Source A in the insert.

(a) Prepare a costing statement to show the unit selling price for each product, using

absorption costing.
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Workings:
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(b) Assess if it is appropriate for P Limited to use direct labour hours to allocate the fixed

overheads to each product.

therefore using the same driver to charge or allocate overheads is not
-appropriate as-Product Alpha is-using-lesser-labour-hours-and- -
overheads charged to this product is lower hence the selling price set

Labour.hours would have been appropriate.if. L.abour.is.a major.cost..............
driver and overheads cost are smaller proportion of total cost.
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Additional information

A new competitor selling similar products entered the market recently. The sales director found
that the unit selling prices of Alpha and Beta are different from the competitor’s products.

The management accountant has suggested using activity based costing (ABC) to apportion the
component fixed overheads with the appropriate cost drivers.

. ]

Further information is also available:

1 Budgeted fixed overheads are analysed as follows:

$ cost drivers
machine set-up 2000 -~ 104 000/51 number of machine set-ups
materials requisition 6403 64000/2p number of materials requisitions
machine operating expenses - 72 000/6000 number of machine hours
factory supervisors’ salaries & 120 OOOZwooo number of labour hours
total budgeted fixed overheads 360000

2 Information on the activity usage is as follows:

Alpha Beta
number of machine set-ups 28 24 = s2
number of materials requisitions 12 18

(c) Define the term ‘cost driver’.
Cost driver are the activities or factors that causes the cost to incur

............................................................................................................................................. [1]
(d) Define the term ‘activity based costing’ (ABC).

It is the advance and technical method of charging overheads tothe

product. This method assign cost to the activities and based on usage of

activities.assign.cost.£0.the Product. ...

............................................................................................................................................. [2]
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(e) Calculate the fixed overheads per unit for each product' using ABC.

Workings:

ambridge University Press & Assessment 2026

9706/42/F/M/26

[5]

[Turn ov

er

_



—

L

* 0000800000006 * DFD

(f) Calculate the unit selling price for each product, using ABC.

6
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(g) Advise the directors whether or not ABC should be used in the coming years. Justify your
answer, and support it with reference to 1(a) and 1(f).

.......................................................................... Apha Rt
Vsirg . Nosolon.. Cockng........... £ ST I B2F2
) «3‘\’36 ........................................... 26 £2ss. .
_______________ chage ... Bswt. . ¥2:34

were allocated on labour hours and product Alpha was using lesser labour
hours. Whereas product Beta which.a labour.intensive.product.selling. price....
was overcharged by $27 due to higher involvement of labour.

helps in setting accurate selling prices specifically when the business is
producing more than.one product...Using- ABC.will help directors .improved......
decision making by identifying which product is profitable and which is loss
making, Which product to contiriue ‘and which product to 'be discourited.

Oost ..........................................................................................................................................

...........................................................................................................................................

so the selling prices are more realistic and new entrants are entering into
market.it is.crucial for.P.limited that the .prices. stay. competitive.and. at.the........
same time makes desirable amount of profit.

[Total: 25]
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Source B for Question 2

GL Limited manufactures Product Y. A three-month budget, for January to March, was prepared two
months in advance. Relevant information for the budget was provided as follows:

1 Sales
e Unit Id
nits so
a-m&\ o g W90 MO X %
Vec \January\\ Februa March\\ April May
Sales | ‘1200 | \ 1400 1600 | \ 1500 1450

Selling price is $190 per unit.

2  Direct costs (per unit)

d
direct materials (4ki|os $15 perkilo = $6D

direct labour “sfours at $28 per hour -~ d;gq

3  Fixed costs
Overhead absorption rate is $10 per labour hour. OMN

4  Closing inventory

Con<OnwPhon
direct materials 10% of the following month’s materials required for production

finished goods 30% of the following month’s sales

© Cambridge University Press & Assessment 2026 9706/42/INSERT/F/M/26
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Read Source B in the insert.

DFD

(@) Define the term ‘master budget’.

It is a detail comprehensive plan of the business comprises operating

budgets such sales, purchases, trade receivables and payables and also
financial.budgets.comprises.of.cash.budget.and. budgeted.financial..................

statements.

............................................................................................................................................. [2]
(b) Prepare the following budgets for January, February and March.
(i) production (in units)
January February March APl
SS9 e RO N0 Wbae.| \soo
FcloQiny. vty inoads L M320 | ULko.. . Uso. | s
©.0Penng. Davedery itz | (2e0) | (g | (4e0) |\
= Roduchon . o oaks b0 . N6 ST, s
..................................................................................................................................... [4]
(ii) purchases of direct materials (in kilos and dollars).
e S J Feb March
CSO“(Ox\o/lsgq\ anuary ebruary arc AP
Rddechon e N Qb bo.. | \S3e. ks
X Mabeial. e v n ¥g o hoxskg | xaka | xukg kg
:...(.R..@.\.A-?...M.?.\.SYPEL....(o!\SumrL.'s!\\f.ﬂ ......... SO, . SRY0... L. 6RRD, SN0
AeloGm) T o€ R M ke LS8 02 L SAY
£..0%m. Jocdf. Rl in. kg (5o T2 (520,08 (62%)
O TIS ST < WU . 1= T =, - - T
Xfogk?w\ﬂ ....................................... <. B\S b =$is | x$\S |
Racnages. an B e | $%8240 | $3R0
..................................................................................................................................... [6]
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Additional information
The actual results for the three-month period were as follows:

9 ]

units produced and sold 4000 euelq.g\; ueX-Qé'
R 4o Uoon wwt x 3%
sales E AN 740000 ~4000 = 1000t
ot e st DM Gl i) 2400w
fixed overheads 131000 DL Taomx 6] boo
profit 2880 ToH [noooarBit] 1200x
GL Limited conducted a variance analysis.
(c) Calculate the following variances:
(i) total materials
................. T Wl VG < | O
____________ Bvoon...r.. 8282300z BN
..................................................................................................................................... 2]
(ii) total labour
................... £26000.7.. 5 353400.2.... BN o
..................................................................................................................................... 2]
(iii) total fixed overheads.
................. oo - ER000.... 5 BUOOO A .
..................................................................................................................................... 2]
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Additional information
The sales director proposed two options to boost sales:

option A to reduce the selling price to $180
option B to maintain the budget selling price of $190 and incur $40 000 for an
advertising campaign.

(d) Advise the directors which option they should choose. Justify your answer, and support it
with relevant calculations.

QEEEBIIDY ettt

genuinely higher however if there is another reason maybe quality decrease in
prices.may.nat. help.baosting.demand...............cooo i

Maintaining the same price may decrease further demand in future however
advertising can help-boosting -demand -and-also-helps tmproving brand--------
image and reputation of the product.

[Total: 25]
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