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Read Source A in the insert.
(a) Explain two reasons why manufacturing businesses adopt activity based costing.

(b) Calculate the budgeted unit selling price for each of Essential and Premier, using activity
based costing.
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Workings:

[11]

Additional information

The sales manager asks the directors to consider setting up a telephone hotline to provide better
customer service for both products. This would incur additional overhead costs.

(c) (i) Identify an appropriate cost driver for these costs.

..................................................................................................................................... [1]
(i) Explain why this cost driver is appropriate.

..................................................................................................................................... [2]
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G Limited compares the selling price of both products as calculated in 1(b) with its competitor’s
prices. The selling price of Essential is the same as that of its competitor’s price. The selling price
of Premier is 16% higher than its competitor’s price.

(d) Advise the directors whether or not the company should produce Premier if it has to reduce

the selling price. Justify your answer and support it with relevant calculations.

Workings:
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[Total: 25]
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Read Source B in the insert.
(a) Calculate the net cash inflows from selling 5000 units per annum using:

(i) the rented machine in year 1

(ii) the purchased machine in year 1 and year 2.

i
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(b) Calculate for the purchased machine:

(i) the payback period (in years and months)

..................................................................................................................................... [2]

(ii) the net present value (NPV).
..................................................................................................................................... [4]

(c) State three disadvantages of the NPV method.
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[3]
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(d) Advise the directors whether or not they should purchase the machine to replace the rented
machine. Justify your answer and support it with relevant calculations.

Workings:

[7]

[Total: 25]
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