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Question 1 (31 marks)

Fong’s Technology Company manufactures a chemical product. Each product will pass
through Department X which is the final process of production. Direct materials are added
when the process is 95% complete and conversion costs are added evenly during the process.
Inspection occurs at the 60% stage of production. Normal spoilage is 10% of all good units
that pass inspection. Spoilage units are disposed of at zero net disposal value. The company
adopts the first-in-first out (FIFO) method of process costing. Data for Department X in
March 2019 are as follows:

Physical ~ Transferred  Direct Conversion

units -incosts  materials costs
‘Work in process, beginning, 1 March 43,750 $232,650 $0 $187,750
Started during March 268,750
Good units completed and transferred
out during March 243,750
‘Work in process, ending 31 March 35,000
Total costs added during March $940,625 $731,250  $2,526,250
Degree of completion of beginning
work in process 90%
Degree of completion of closing work
in process 80%
Required:

a) For March 2019, show the physical units and compute the equivalent (10 marks)
units for each of the cost category.

b) Also for March 2019, summarize total costs to account for and assign (15 marks)
these costs to:

(i)  units completed and transferred out (including normal spoilage);
(i) abnormal spoilage;
(iii) unit in ending working in process.

¢) i. What is the major advantage of using the FIFO method for purposes (2 marks)
of planning and control?

ii. “Costs of normal spoilage are planned costs and costs of abnormal (4 marks)
spoilage are losses.” Do you agree? Explain
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Question 2 (24 marks)

Advanced Electronic Company is a chipset maker manufactures and sells a variety of
integrated circuit (IC) products. The company has three key product lines accounting for
90% of the total business. Revenue and cost data of the three product lines in the month of
April are as follows:

Product Model-1 Model-2 Model-3
Units produced and sold 4,000 6,000 10,000
Unit selling price $60 $50 $35
Direct materials $70,000 $160,000 $182,000
Direct labor $60,000 $70,000 $84,000
Machine hours consumed 300 hours 90 hours 60 hours

The company adopts a simple costing system by allocating the manufacturing overhead
based on the machine hours which are used to manufacture the three models.

Manufacturing overhead incurred in the month includes the following:

Activity $
Engineering 62,500
Quality control 15,000
Machinery 66,000
Materials handling 36,500
180,000

Recently the company has learned that an activity-based costing (ABC) system can provide
more accurate cost information through analysing how the products use the activities during
the operating processes. The following data are collected from operations for April:

Activity Cost Driver Model-1 Model-2 Model-3
Engineering No. of engineering hours 60 100 240
Quality control No. of inspection hours 36 120 204
Machinery No. of machine hours 300 90 60
Materials handling ~ No. of orders 5 5 20

Required:

(a)  Use the current simple costing system to prepare a product line and total (5 marks)
company income statement with profitability % for the month of April.

(b) Use the activity based costing system to prepare the product line and (8 marks)
total company income statement with profitability % for the month of
April. Show all your workings.

(c) Compare and explain differences in product costs under the product (7 marks)
costing systems in (a) and (b) above. What are the implications for the
company’s pricing strategy?

(d) Identify four benefits that activity-based costing system would bring to (4 marks)
the company.
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Question 3 (25 marks)

Cheung’s Manufacturing Company manufactures and sells office chair. The Company
adopts absorption-costing system based on standard costs.

Variable manufacturing cost:

Direct materials cost $440 per unit

Other variable manufacturing cost $20 per unit

Standard production rate 40 units per machine-hour
Budgeted fixed manufacturing overhead per month $192,000

Budgeted capacity utilization 600 machine-hours per month

The following are actual data for the month of March 2019:

Sales are 5,250 units at selling price $600.00 per unit.

‘Non-manufacturing variable operating cost is $4.00 per unit sold.
‘Non-manufacturing fixed operating costs are $90,000.

Actual fixed manufacturing overheads are $192,000

Inventory on 1 March 2019 is 250 units and on 31 March 2019 are 400 units.

There is no price, spending, or efficiency variances. The company writes off production-
volume variance to cost of goods sold.

Required:

a) Prepare a March 2019 income statement using existing absorption (10 marks)
costing system.

b) Prepare the March 2019 income statement using variable costing (5 marks)
system.

¢) Comment on the difference in operating income as calculated in (5 marks)
requirement (a) and (b) above.

d) Cheung’s general manager is considering implementing an incentive (5 marks)
plan for the production manager based on the operating income under
absorption costing. However, the management accountant worries
about the impact on inventory level. Explain the concern of the
management accountant.

Name three examples of dysfunctional decision the production
manager may make if his performance is evaluated under the
absorption costing operating income.
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Question 4 (20 marks)

Star Manufacturing Company (Star) manufactures different types of home appliances. The
Plant Manager believes that a JIT Production System can bring significant benefit to the
company. He is considering implementing JIT production for the food processor business
line operating at the company’s Shenzhen Plant. As the management accountant of Star,
you are asked to evaluate the proposal by comparing benefit and cost if JIT production is
adopted. You have collected the following estimates after a discussion with the Plant

Manager:

1. Annual cost for JIT production implementation would be $500,000.

2. Average inventory would decline by 80% from the current level of
$3,000,000

3. The expected savings from insurance, space, warehousing costs would be
80% of the current level of $600,000.

4. Rework costs would be reduced by 20% due to quality improvement
achieved from the JIT production system. Star currently incurs $200,000 in
annual rework costs.

5. The existing annual sales of the food processor are 100,000 units at selling
price $2,000 each. Improved product quality under JIT production would
enable Star to deliver better value to customers in a speedy manner. The
company is able to charge a higher price of $2,005 per unit. However, to
prevent any lost sales due to stockouts, an incremental cost of $100,000 in
overtime premiums is expected to incur each year.

Star’s required rate of return on inventory investment is 15% per year.
Required:

a) From a financial perspective, should Star implement JIT production at (9 marks)
its Shenzhen Plant? Explain.

b) Name five nonfinancial and qualitative factors Star should consider (5 marks)
when making the decision to adopt JIT production.

¢) Suppose Star has implemented JIT production at its Shenzhen Plant. (6 marks)

Give six examples of the performance measures (financial and non-
financial) that Star could use to evaluate and control JIT production.

End of Assignment
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