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Required :

Distinguish between “Real Rate of Return™ and “Mominal Rate of
Reurn™.

AB Groop owns o Targe store in Karachi. The store s old fashioned and
e annual alter tax prolits of R 3 00000KR), for the year inioediately
concluded, are likely (o decrease by 105 cach year over previous year,
They have two oplions either o immedialely spend Rs. 5000010 o
upgrade the store and mainlain after tax anoual profit of ’e 3000000 Tor
five vears front now and sell the shop for Rs, 18,500,000 ufier o period of
five years OR they lel the business run withoul vpgrading, ancd sell the
shop for Bs. L5 OKKLOO0 an the eod of year 5 from now,

Assuming that the cost of capital is 12% pa, and the profits are only
raclizec gl the end of each vear, which cotrse of action will be beneRcial
to AD Group.

0.3 A sporls good manutacturer is considering the launch of a new sporling
systemn based on DV linked o personal computer, enabling much greates
realism to be achieved. Twao propoesals are being considered.  Both use the
same production facilities and only one product can be launched due 1o
limited production facilities.
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The following data are the best estimates, the firm has been able 1o

s1ahlizh ;

Particulars Foothall Syslem

Cricket Syslem

Anoual virdume (units)
Selling price (Rs)

Variable production costs (Rs)
Fixed production costs (Es)

Fixed selling and administration costs (£5)

E VAN

1300 per b
RO per unil
BE0,00
450,000

30,000

200 per unit
100 per unit
G

13A000RE

The higher selling and adminisirative costs for the crickel simulalor

reflects the additional adverlising and promotion costs expected o be

necessary 1o sell the more expensive cricket syseon

The firm has o minimum largel of Bs. 2000000 profil per vear for new
products. The management recognizes the uncerlainty in (he above
estimales and wishes o explore (he seositivity ol the profit on cach
product o change in the values ol the variables fe, volume, price.
variable cost per unil, and fxed costs,

Required ;

(i) Calcualate the expected prolit from each product,

(i)  Calculpte the critical valoe Gor cach variable ie, the value ot which
the fon will earn Rso 2000000, assoming that all other variables
remain as expected. Also express the critical values as absoloe
values and as percentage change from the expected vobues,

between the two products.

(i - Discuss e factors which should be considered in making a chojee

Q.4 A manufaciuring concern is in the stage of developing the use of standard
costing throughowt its divisions. A Tull standard costing system has already

been implemenmted in its all other divisions, including he use of mix and
yield material variances, and anention has now turned (o Division B where e

main protlem is labour
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Division B makes highly complex work staions which incorporate malerial
handling, automatic controls ee. MManufaciuring is o tean effon and e eam
specilicd For a specilic workstation comprises
[ supervisor paid Rs. 96 per hour,
|2 fivers padd Re, 72 per hoor
5 electricians paid Bs, 72 per hour.
3 electronic engineers paid Ks, 84 per hoor
4 lahourers paid Rs, 43 per hour.
Output is measured in standard hours and 95 standards bours are expecred o
every I clock hours. During a pericd the following aclual dam were
recorded -
Particulars Actual Actual Pav
hirs [3s5
Supervisors 181} 17.712
Fitters g5l a2
llectriciany 410 02
Electronic enpingers 240 2160
Labhourers 00 Fbchllh
Tinal 1,951 Tdd 824
1,786 stanclard hours were produced,
The factory director of division B is keen o gain the maximom inlformation
possible from the standard costing system. He sees o reason why the normal
labour efficiency variance could not be divided into sub-variances in order
1o show separately the effects of non-standard team composition and feam
productivity  similar o the material osage varianees which can he suh
divided into mix and yield variances.
Required :
(i) Caleulate the Bbour rake variance, 7
{if)  Caleulate :
av - the team composition variance &
by the team productivily variance and 0
cho lahour efficiency varianoe, 5
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Required :
(i}

{ii}

(iii)

With respect 10 the concept of relevant cosis, whal quantiative and
qualitative factors could be relevant in a decision making process ¢

Beside many other products. the Bxcellem Corporation. presently makes
20,000 unils of watches in 2000 boches of FOO units each,  The mixed
overhead costs of purchasing, recciving and &:[-u[} consisis af 1xed cost
ol Rs, SO0000, plus varable costs ol Rs, 5.000 per batch. The Excellent
Corporation  commences production only afler it had received (ino
cuslomer order,  The Corporation’s customers are pressurizing the
Company 1o supply watches in smaller baleh sizes.  The Excellen
Corporation anticipates that next year 200000 wnits of walches will be
manufactured in 400 balches of 50 units each.  Through contnoos
improvement, the Corpoestion expects 10 reduce variable purchasing,
receiving and set-up costs to Rs. 3000 per baich,  No olher changes
in fixed costs and per unil variable costs are anticipated.  The lixed
overlead costs of plant depreciation, insurance and sdministration is
R, 2 300,006, Other information is a5 under :

Padiculars Bs, (Per wnit)

Cost ol direct material B00
[Ddrecl manafacturing labour [0
Variable mannfacturing overfieads 400

Anciher manulactarer olfers (o sell (o the Fxcellenl Corporation, 20,0000
unies of watches noxt yeur for Re, 1450 each, whatever the delivery
schedule, may be.

Caleulate the total current cost of production Le, at existing baich size.

Calculate the total expected cost of produclion Tor next year ie., al
snwller batch sive, and

Recommend whether the Excellent Corporation should make the watches

_itself or buy from owtside manulaclurer considering the production in

smhler balches next year,

THE END
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