Topic A07: Cost Accounting for Decision-making                        
Student Worksheet p.2

BAFS Elective Part – Accounting Strand – Cost Accounting
Topic A07: Cost Accounting for Decision Making–Apply Costing Concepts and Techniques in Business Decisions
Case Study – Lunar New Year Stall
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Your class has successfully bid for a stall in Lunar New Year Fair. Your class is planning to sell one purchased product (Model A) and two types of self-produced products (Models B and C).  

Based on experience last year and current information available, chairman of the class committee drafted an income statement as follows:

	Income Statement (draft)

	
	Model A

(2,000

units)
	
	Model B

(1,000

units)
	
	Model C

(700

units)
	
	Total

	
	$
	
	$
	
	$
	
	$

	Sales
	40,000
	
	30,000
	
	35,000
	
	105,000

	
	
	
	
	
	
	
	

	Less: 
	
	
	
	
	
	
	

	Purchase cost
	17,000
	
	--
	
	--
	
	17,000

	Direct materials
	--
	
	26,000
	
	18,200
	
	44,200

	* Materials for fixing and decorating the whole stall
	1,000
	
	1,000
	
	1,000
	
	3,000

	Royalty charge ($2.5 per unit sold)
	5,000
	
	--
	
	--
	
	5,000

	Special tools 
	--
	
	1,000
	
	--
	
	1,000

	Electricity charge of special equipment
	--
	
	--
	
	4,800
	
	4,800

	* Delivery expense
	1,600
	
	1,600
	
	1,600
	
	4,800

	* Rental of stall
	7,000
	
	7,000
	
	7,000
	
	21,000

	Net Profit / (Loss)
	8,400
	
	(6,600)
	
	 2,400
	
	4,200


* These expenses are for the entire operation and are apportioned equally among the three models. They do not change with number of models sold.
Activity 1 – Discussion
The class committee raised a point that Model B would incur a net loss of $6,600. The total net profit can be higher if the class do not sell Model B.

Discuss in your group whether all costs of Model B can be avoided by dropping this model. Write your answers in the table below.

	Cost item of Model B
	Can the cost be avoided if Model B is dropped?
(Yes or No)

	Direct materials
	

	Materials for fixing and decorating the whole stall 
	

	One set of special tools 
	

	Delivery expense
	

	Rental of the stall 
	


Activity 2 – Eliminate or Retain an Unprofitable Segment/Product
Task 1
With reference to the income statement on P.2, classify the following costs into variable costs and fixed costs. The classification will facilitate the preparation of the revised income statement.











Task 2

Suppose Model B is dropped. Prepare a revised income statement. Should the class drop Model B?
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	


Recommendation:

___________________________________________________________

___________________________________________________________

___________________________________________________________

Activity 3 – Accept or Reject an Order at a Special Price
The class committee has agreed to keep Model B. At the same time, a primary school nearby has asked for a special order of buying 1,500 units of tailor-made Model D.
The following information about Model D is available:

1. It is estimated that 1,500 units of Model D will be sold. The selling price offered is $15, which is lower than the selling price of Model A, B or C.
2. The production of Model D requires Material X and Material Y.
(i) The class needs not purchase Material X because material of $20,000 is still available from last Lunar New Year Fair. If the material is not used, it will be discarded by the end of the year.
(ii) Leftovers of Material Y purchased at $ 22,000 from last Lunar New Year is just enough to make Model D. However, Material Y is a popular material and is used frequently by various class activities. If material is unavailable, a new purchase of $23,000 must be made.
3. No additional cost is needed for decorating stall.

4. Additional transportation expenses of $1,000 for Model D is needed.
Required:

Advise whether the special order of Model D should be accepted.

	
	Model D

	
	$

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	

	
	


Recommendation:

___________________________________________________________

___________________________________________________________

___________________________________________________________

Activity 4 – Sell or Process Further 
The class committee is considering further processing 1,000 units of Model A to produce Model A plus. Model A plus is expected to be sold at $30 per unit. Further variable cost of $5 per unit and additional fixed cost of $4,000 are required.
Required:

Advise whether Model A plus should be produced.

	
	Model A plus

	
	$

	
	

	
	

	
	

	
	

	
	

	
	

	
	


Recommendation:

___________________________________________________________

___________________________________________________________

___________________________________________________________
Activity 5 – Hire, Make or Buy
Model B can be purchased from a local supplier. The supplier offers to supply 1,000 units of Model B to the class at a price of $30 each. Delivery will be done directly from the supplier to the Lunar New Year Fair Stall venue and the class needs to bear a charge of $2,000. If the class buys from the supplier, original delivery charge can be reduced by $1,600.
Required:

Advise whether Model B should be purchased from the supplier.

	
	Model B (purchase)

	
	$

	
	

	
	

	
	

	
	

	
	

	
	

	
	


Recommendation:

___________________________________________________________

___________________________________________________________

___________________________________________________________
Activity 6 – Retain or Replace Equipment
The class is using equipment for production of Model C. The class is considering replacing it with new equipment and use it in Lunar New Year Fair in the next two academic years. The following information is available:
	
	Old equipment
$
	New equipment
$

	Purchase cost
	10,000
	12,000

	Current disposal value
	3,000
	/

	Disposal value 2 years later
	1,000
	4,000

	Electricity charge per year
	4,800
	3,200


Required:

Advise whether the old equipment should be replaced. (Ignore depreciation and time value of money.)
Recommendation:

___________________________________________________________

___________________________________________________________

___________________________________________________________
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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