[bookmark: _Hlk532208744][image: ]


ZIMBABWE EZEKIEL GUTI UNIVERSITY
FACULTY OF BUSINESS, ECONOMICS AND ACCOUNTING
DEPARTMENT OF ACCOUNTING AND FINANCE  

EXAMINATION PAPER


COURSE CODE			:	CAC205
COURSE TITLE			:	COST AND MANAGEMENT ACCOUNTING
SPECIAL REQUIREMENTS		:	
DURATION				:	3 Hours
LEVEL                                                    :	2.1
DATE					:	       
	       
INSTRUCTIONS TO CANDIDATES:
1. No cell phones are allowed in the examination venue
2. Use of silent, non-programmable calculators is allowed
3. Answer ALL questions in both Section A and Section B.
4. Begin each question on a new page.
5. The number of marks for each question or part question is shown in brackets [ ]



	







	    
SECTION A
Answer all questions in this section. Each question carries 2 marks.
1. Which of the following definitions best describes “Zero-Based Budgeting”?
A. A method of budgeting where an attempt is made to make the expenditure under each cost heading as close to zero as possible.
B. A method of budgeting whereby all activities are re-evaluated each time a budget is formulated.
C.  A method of budgeting that recognises the difference between the behaviour of fixed and variable costs with respect to changes in output and the budget is designed to change appropriately with such fluctuations.
D. A method of budgeting where the sum of revenues and expenditures in each budget centre must equal zero.

2. Which of the following statements are true? 
(i) A flexible budget can be used to control operational efficiency. 
(ii) Incremental budgeting can be defined as a system of budgetary planning and control that measures the additional costs that are incurred when there are unplanned extra units of activity. 
(iii) Rolling budgets review and, if necessary, revise the budget for the next quarter to ensure that budgets remain relevant for the remainder of the accounting period.
A. (i) and (ii) only
B. (ii) and (iii) only
C. (iii) only
D. (i) only

3. Which of the following BEST describes target costing?
A. Setting a cost by subtracting a desired profit margin from a competitive market price
B. Setting a price by adding a desired profit margin to a production cost
C. Setting a cost for the use in the calculation of variances
D. Setting a selling price for the company to aim for in the long run

4. Which method of investment appraisal is based on profits?
A. Pay back period
B. Accounting rate of return
C. Net present value
D. Internal rate of return
5. The budgeted sales of Benedict Trading are $24,000, with a budgeted selling price of $12 per unit. Actual sales are 2,600 units valued at $30,400. What is the price variance?
A. $800 adverse
B. $800 favourable
C. $6,400 adverse
D. $6,400 favourable

6. Which of the following may NOT explain an unfavourable material usage variance?
A. The use of low grade material
B. The use of low caliber of employees
C. Low staff morale in the factory
D. An increase in the price of raw materials

7. A trader has given you the following information concerning his product:
	Per Unit
	$

	Selling Price
Variable labour cost
Raw material cost
	2,000
700
500


If the break-even point is 5,000 units, what is the total fixed costs?
A. $4,000,000
B. $6,000,000
C. $6,500,000
D. $7,500,000

8. A hairdresser is facing some working capital problems and would want to take a short-term loan. The bank has asked to see budgets for the next six months.
Which budget should be prepared first?
A. Cash
B. Labour
C. Materials
D. Sales

9. The purpose of cost accounting is to
A. Aid decision making
B. Calculate the value fixed assets
C. Value the contribution made by a firm’s workforce
D. Calculate the fixed costs

10. A business sells its product for $10 per unit and has variable costs of $6 per unit. The table shows the fixed costs for the year.
	
	$

	Factory rent
	30,000

	Other fixed costs
	70,000


Calculate the break-even point?
A. 10,000 units
B. 16,667 units
C. 17,500 units
D. 25,000 units

11. ________________is a summary of all functional budgets.
A. Functional budget
B. Master budget
C. Long period budget
D. Flexible budget

12. Cost-Volume-Profit (CVP) assumes the following excluding:
A. Constant variable cost per unit
B. Constant total fixed cost
C. Units sold = units produced
D. Constant time value of money



13. What is the output level at the variable cost’s point of intersection on a break-even chart?
A. Output > Zero
B. Output < Zero
C. Output = Zero
D. None of the above

14. Limiting factor in budgeting is a:
A. Least desirable factor
B. Principal budget factor
C. Revenue generating budget factor
D. Contributing factor

	
	$

	Selling price
	55.00

	Variable costs per unit
	15.00

	Total Fixed costs
	33,000.00


15. A company’s financial information is as follows:




If the selling price is reduced to $40, how many extra units need to be sold to breakeven?
A. 495
B. 825
C. 1320
D. 2200

[Total: 30 Marks]





SECTION B
Answer all questions in this section
Question One 
Mhofu Ltd. prepared the following Statement of Financial Position at 31 December 2017.
                                                                                                   $                            $                       $
Non Current Assets                                                          100 000                   37 500            62 500
Current Assets                  
Inventory                                                                                                           22 000
Trade Receivables                                                                                            16 000              38 000
                                                                                                                                               100 500 
Equity and Liabilities
Ordinary shares of $1                                                                                                                75 000 
Retained earnings                                                                                                                        5 000
                                                                                                                                                80 000
Current Liabilities
Trade payables                                                                                                     11 000
Other payables                                                                                                       7 500
Cash and cash equivalents                                                                                    2 000            20 500
                                                                                                                                               100 500
The company is preparing budgets for the three months ending 31 March 2018. The following information is available:
1. Budgeted sales are:
Month                              $
January                          33 000
February                        34 500
March                            36 000
April                              36 900
2. Sales provide 50% gross profit on cost. Half the sales are received within the month the sale is made, for which customers receive 2% cash discount. The remainder is received in the following month. 
3 .Purchases are made each month so that inventory at the end of each month exactly covers the budgeted sales for the following month. Half of the purchases are paid for in the month of purchase, and the other half in the following month.
4. Equipment which originally cost $ 10 000 is to be sold on 1 January 2018 for $3 000. Payment to Mhofu Pvt. Ltd is to be in cash. Half at the time of sale and the remainder one month later. The equipment sold had been depreciated by $6 500. The company has always charged depreciation of 20% per annum on the cost of non-current assets, the rate applying for each portion of the year held.
Assume all months are of equal length and all remaining non-current assets are to be depreciated.
5 .Wages and salaries are to be maintained at the current rate of $7 500 per month, payable one month later.
6. Other expenses are $2 500 each month payable within the month they are incurred.
REQUIRED:
Prepare the functional, income statement and cash budgets for the three months ending on 31 March 2018 month by month and in total    																		[Total: 25 marks]                                                                                                                                                       

Question Two
Great Games, a manufacturer of computer games, is in the process of introducing a new game to the market and has undertaken market research to find out about customers' views on the value of the product and also to obtain a comparison with competitors' products. The results of this research have been used to establish a target selling price of $60. This is the price that the company thinks it will have to sell the product at to achieve the required sales volume. 
Cost estimates per unit have been prepared based on the proposed product specification. 
Manufacturing Cost is comprised of Direct material $3.21, Direct labour $24.03 
Direct machinery costs $1.12, Ordering and receiving $0.23, and   
Quality assurance $4.60 
Non-manufacturing costs comprise of Marketing $8.15, Distribution $3.25 and 
After-sales service $1.30 
The target profit margin for the game is 30% of the target selling price. 
REQUIRED 
a) Calculate the target cost of the new game and the target cost gap.		[15 marks]
b) Identify initiatives the company can institute to close the target cost gap     [10 marks]
[Total: 25 marks]

Question Three
Solaris specialises in the manufacture of solar panels. It is planning to introduce a new slimline solar panel specially designed for small houses. Development of the new panel is to begin shortly and Solaris is in the process of determining the price of the panel. It expects the new product to have the following costs.
[bookmark: _GoBack]					Year 1		Year 2		Year 3		Year 4
Units manufactured and sold  	2,000		15,000		20,000		5,000
					$		$		$		$
R & D costs  	     			1,900,000 	   100,000 		
Marketing costs   	        		  100,000 	     75,000 	      50,000 	      10,000 
Production cost per unit  	           	    500 	          	         450 	           400 	            450 
Customer service costs per unit               50 	     	          40 	             40 	              40 
Disposal of specialist equipment			        				   300,000 
The Marketing Director believes that customers will be prepared to pay $500 for a solar panel but the Financial Director believes this will not cover all of the costs throughout the life cycle. 
REQUIRED
a) Calculate the cost per unit looking at the whole life cycle and comment on the suggested price 										[10 marks]

b) The Chief Executive of your organisation has recently seen a reference to zero-based budgeting. He has asked for more details of the technique.
You are required to prepare a report for him explaining 
(a) Zero-based budgeting and in which areas it can best be applied 		[4 marks]
(b) Advantages zero-based budgeting has over other traditional budgeting techniques 												[3 marks]
(c) Explain how the organisation can introduce such a technique		[3 marks]

[Total: 20 marks]


END OF EXAMINATION
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