Topic A07: Cost Accounting for Decision-making                        
Student Worksheet Answer p.1

BAFS Elective Part – Accounting Strand – Cost Accounting
Topic A07: Cost Accounting for Decision Making–Apply Costing Concepts and Techniques in Business Decisions
Activity 1 – Discussion
	Cost item of Model B
	Can the cost be avoided if Model B is dropped?
(Yes or No)

	Direct materials
	Yes.
Direct material cost will drop to zero if the class stops producing Model B.

	Materials for fixing and decorating the whole stall 
	No.
Material cost of fixing and decorating stall will be the same even if the class stops selling Model B. 

	One set of special tools 
	Yes.
The cost of tools specifically for Model B will drop to zero if the class stops producing Model B.

	Delivery expense
	No.
Delivery cost will be the same even if the class stops selling Model B.

	Rental of the stall 
	No.
Rental cost will be the same even if the class stops selling Model B.


Activity 2 – Eliminate or Retain an Unprofitable Segment/Product
Task 1

















Task 2

	Revised Income Statement (Model B dropped)

	 
	 
	Total

	 
	 
	$

	Sales (105,000 – 30,000)
	 
	75,000

	 
	 
	 

	Less: 
	 
	 

	Purchase cost
	 
	17,000

	Direct materials (44,200 – 26,000)
	 
	18,200

	Materials for fixing and decorating the whole stall
	 
	3,000

	Royalty charge ($2.5 per unit)
	 
	5,000

	Special tools (1,000 – 1,000)
	 
	0

	Electricity charge of special equipment
	 
	4,800

	Delivery expense
	 
	4,800

	Rental of stall
	 
	21,000

	Net Profit 
	 
	1,200


Recommendation:
Model B should not be dropped as the total net profit will reduce from $4,200 to $1,200 after dropping it. 

Activity 3 – Accept or Reject an Order at a Special Price
	
	
	Model D

	
	
	$

	Incremental revenue:
	
	

	Sales
	
	22,500

	
	
	

	Less: 
Incremental costs:
	
	

	-Material X
	0
	

	-Material Y
	23,000
	

	-Decoration cost
	0
	

	-Transportation expense
	1,000
	24,000

	Incremental loss
	
	(1,500)

	
	
	


Recommendation:

The special order should not be accepted as incremental loss of $1500 will result.
Activity 4 – Sell or Process Further 
	
	Model A plus

	
	$

	Sales (30 x 1,000)
	30,000

	
	

	Less:
	

	Variable cost (5 x 1,000)
	5,000

	Additional fixed cost
	 4,000

	Increase in net profit
	21,000

	
	


Recommendation:

Model A plus should be produced as net profit will increase by $21,000.
Activity 5 – Hire, Make or Buy
	
	Model B (purchase)

	
	$

	Purchase cost
	30,000

	Delivery cost
	2,000

	Less: Direct materials saved
	26,000

	Delivery cost saved
	1,600

	     Special tools saved
	1,000

	Extra cost
	
3,400

	
	


Recommendation:

The purchase offer should not be accepted as cost will increase by $3,400.
Activity 6 – Retain or Replace Equipment
	
	Buy new equipment

	
	$

	Purchase cost
	12,000

	Electricity charge for two years
	6,400

	Disposal of old equipment forgone (2 years later)
	1,000

	Less: Disposal of old equipment (currently)
	3,000

	Disposal of new equipment (currently)
	4,000

	Electricity charge saved for two years
	9,600

	Increase in relevant cost
	2,800

	
	


Recommendation:

The equipment should not be replaced as relevant cost will increase by $2,800.
Purchase cost of Model A





Material cost of Models B and C





Variable cost





Material cost for fixing and decorating the whole stall





Fixed cost (Avoidable)





Royalty charge of Model A





Special tools for Model B





Electricity charge of special equipment for Model C





Fixed cost (Unavoidable)





Delivery expense





Rental of the stall
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