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Financial Performance Practice Questions

Task 1
(a)
The following information has been calculated for the production of 1 unit of Beta

· Each unit will require 10 kilograms of material at a cost of £5.50 per kilogram

· Each unit will require 5 hours of labour at a total cost of £40

· Fixed overheads total £300000 and the estimated output will be 2500 units of Beta

Complete the standard cost card below.
	1 unit of Beta
	Quantity 
	Cost per unit
	Total cost

	Material
	
	
	

	Labour
	
	
	

	Fixed costs
	
	
	

	Total
	
	
	


(b)
An airline uses 250000 kilograms of material to manufacture 500000 airline meals.  The standard quantity of each meal is 

Task 2 – Materials and labour variances 
Sample short answer questions

1.
A company purchases 10000 kilograms of material at a cost of £33000. The standard cost per kilogram is £3. The total material price variance is:
A
£0.30

B
£3000

C
£300

D
£3.3

2.
A company purchases 5000 kilograms of material at a cost of £15000. The budgeted production was 1000 units, which requires 4000 kilograms of material at a total standard cost of £14000. The actual production was 1000 units.  The material usage variance is:
A
£3.50

B
1000 kilograms
C
£3000
D
£3500

3.
A company uses the ideal standard to set budgets.  How will this affect motivation?
A
An ideal standard is easy to meet and therefore motivation will be high

B
It is impossible to meet an ideal standard and therefore staff will be motivated
C
An ideal standard is the highest standard and therefore staff will always achieve it
D
An ideal standard is set under perfect conditions and is difficult to meet, which can demotivate staff

4.
A company expects to produce 12000 units of X using 6000 labour hours. The standard cost of labour is £14 per hour.  If the actual output is 14000 units, what is the total standard labour cost?
A
£168000

B
£98000

C
£196000

D
£84000

Task 3 – Fixed overhead variances 
Sample short answer questions 

1.
You have been given the following information:
· Budgeted overheads are £600000

· Budgeted output is 25000 units

· Actual output is 30000 units
· Actual overheads are £650000


The fixed overhead volume variance is                                                              

The fixed overhead expenditure variance is                                                                  

2.
You have been given the following information:

· Budgeted overheads are £50000

· Budgeted output is 5000 units and 50000 labour hours

· Actual output is 4000 units and 43000 actual labour hours 

· Actual overheads are £55000

The fixed overhead efficiency variance is                                                                      


The fixed overhead capacity variance is                                                                        

Task 4 – Operating statement
The following budgetary control report has been provided:
	
	Budget
	Actual

	Production (bottles)
	
	10,000
	
	11,000

	Liquid shampoo
	2,500 litres
	£15,000
	2,800 litres
	£15,400

	Plastic bottles
	10,000 units
	£2,000
	11,300 units
	£2,034

	Direct labour
	300 hours
	£3,300
	350 hours
	£3,325

	Fixed overheads
	
	£7,000
	
	£7,500

	Total cost
	
	£27,300
	
	£28,259


The following variances have been calculated:
	Fixed overhead expenditure 
	£500

	Direct materials (shampoo) price 
	£1,400 F

	Direct materials (bottles) price 
	£226 F

	Direct materials (shampoo) usage 
	£300 A

	Direct materials (bottles) usage 
	£60

	Direct labour rate 
	£525

	Direct labour efficiency 
	£220 A

	Fixed overhead volume 
	£700 F


Calculate the Budgeted cost for 11,000 units of production. Include the variances in the appropriate part of the operating statement.
	Budgeted/Standard cost for actual production
	
	
	

	Variances
	Favourable
	Adverse
	

	Direct materials (shampoo) price 
	
	
	

	Direct materials (shampoo) usage
	
	
	

	Direct materials (bottles) price
	
	
	

	Direct materials (bottles) usage
	
	
	

	Direct labour rate
	
	
	

	Direct labour efficiency
	
	
	

	Fixed overhead expenditure
	
	
	

	Fixed overhead volume
	
	
	

	Total variance
	
	
	

	Actual cost of actual production
	
	
	


Task 5 – Statistical analysis
1.
The table below contains the last three months cost per kilogram for product Alpha.
	January
	February
	March

	Actual price was £3.40
	Actual price was £3.30
	Actual price was £3.50

	Seasonal variation was 20p
	Seasonal variation was -0.05p
	Seasonal variation was 20p



The trend in prices is an increase of                                                                       per month.
2.
A company has provided the following information:
	
	January
	February
	March

	Total cost
	£100000
	£120000
	£125000

	Total quantity purchased
	10000 kg
	11000 kg
	10700 kg


The cost index for March based upon January being the base period of 100 is:
A
107

B
117

C
125

D
108

3.
The cost per unit of a product has increased from £36 in January to £40 in April.  The cost per unit was £35 when the index was rebased to 100.
A
The cost index in April was 114 and the increase from January to April is 11.11%

B
The cost index in April was 111 and the increase from January to April is 11.11%

C
The cost index in April is 114 and the increase from January to April is 10%

D
The cost index in April is 111 and the increase from January to April is 10%

Task 6 – Performance indicators

Ufall has developed a skin treatment which claims to slow the ageing process. The product competes with a dozen other companies. Klineec is a major competitor and market leader, with over 60% of the market. You have been given the following information about Ufall and Klineec for the year ended 31 May 2010.

	Profit and loss account
	Ufall
	Klineec

	
	£000 
	£000  

	Turnover
	9,000
	44,000

	Cost of production
	
	

	Direct (raw) materials
	2,400
	6,600

	Direct labour
	1,500
	4,400

	Fixed production overheads
	1,200
	6,000

	Total cost of sales
	5,100
	17,000

	Gross profit
	3,900
	27,000

	Selling and distribution costs
	1,000
	2,000

	Administration costs
	750
	1,500

	Advertising costs
	500
	20,000

	Net profit
	1,650
	3,500


	Other information
	
	Ufall
	Klineec

	Number of units sold (000)
	Units
	1,200
	4,400

	Net assets 
	(£000)
	10,000
	17,000


Calculate the following performance indicators for Ufall and Klineec:

(i)
Selling price per unit

(ii)
Material cost per unit

(iii)
Labour cost per unit

(iv)
Fixed production overheads per unit

(v)
Gross profit margin

(vi)
Net profit margin

(vii)
Return on net assets

Give answers to two decimal places.
	
	Ufall
	Klineec

	Selling price per unit
	
	

	Material cost per unit
	
	

	Labour cost per unit
	
	

	Fixed cost per unit
	
	

	Gross profit margin
	
	

	Net profit margin
	
	

	Advertising cost as %  of turnover
	
	

	Return on net assets
	
	


Task 7 – Enhancement of value – what if

Alpha Limited manufactures an anti-aging cream and is considering how it can be more environmentally friendly. Scientists have developed a new product to replace Alpha’s existing anti-ageing cream; the new product is a solid bar and takes up less than 10% of the volume and weight of the existing product.

You have been given the following information.
· Current sales volume is 1.2 million units per annum and this is not expected to change. 
· Current fixed production costs are £1.2 million.

· Current labour cost per unit is £1.25 which is completely variable.

· Current material cost per unit is £2 and is completely variable. 
· Assume stock levels are kept at zero.

· Variable cost of the new product will be £0.50 less per unit than the current cream.

· Selling price will be increased from £7.50 to £8.50.

· Fixed selling and distribution costs will reduce from £1,000,000 to £400,000.

· Additional investment in assets will be £3 million which will be depreciated at £500,000 per annum.

· All other costs will remain the same.

(a) Calculate the total annual increase in profit by completing the table below.

	
	Units
	Price/cost
	Total

	Additional revenue
	
	
	

	Savings on materials
	
	
	

	Reduction in selling and distribution costs
	
	
	

	Additional depreciation
	
	
	

	Additional annual profit
	
	
	



(b) The return on the additional investment is                                      . 
(c) The marketing department is concerned that the volume of sales may not reach 1.2 million. The finance director has asked for the break even sales volume.


The fixed costs are                                                                    .

The contribution per unit is                                                                      .
The break even sales volume is                                                                    units. 
Task 8
Alpha Limited will be replacing some machines in the next year and needs to decide whether to purchase or lease the machines. 

The discount factors you will need for task 2.3 (a) and (b) are shown below.

	Year
	Discount factor 5%
	Year
	Discount factor 5%

	0
	1.00
	3
	0.864

	1
	0.952
	4
	0.823

	2
	0.907
	5
	0.784


(a)
Calculate the discounted lifecycle cost of purchasing the machine based upon the following:

· Purchase price of £500,000

· Annual running costs of £40,000 for the next five years, paid annually in arrears 

· A residual value of £200,000 at the end of the five years

	Year
	0
	1
	2
	3
	4
	5

	Cash flow
	
	
	
	
	
	

	Discount factor
	
	
	
	
	
	

	Present value
	
	
	
	
	
	

	Net present cost
	
	
	
	
	
	


(b)
Calculate the discounted lifecycle cost of leasing the machine for five years based upon the total annual costs of £125,000 paid annually in advance.

	Year
	0
	1
	2
	3
	4

	Lease costs
	
	
	
	
	

	Discount factor
	
	
	
	
	

	Present value
	
	
	
	
	

	Net present cost
	
	
	
	
	



(c)
Based on the calculations it is best to purchase / lease the machine, which saves 
Alternate Task 8
Alpha Limited is considering designing a new product, the 007, and will use target costing to arrive at the target cost of the product. You have been given the following information and asked to calculate the target cost for materials so that the purchasing manager can use this as a target in her negotiations with suppliers.
· The price at which the product will be sold is £25
· The company has firm orders for 20,000 units at a price of £25

· The fixed costs per unit are £8 per unit

· The labour requirement is 10 minutes at a cost of £18 per hour

· The required profit margin is 40%

· The material requirement is 100 grams per unit

(a)
Calculate the target cost per kilogram for the materials component of the product.

	
	£

	Sales price per unit
	

	Profit margin
	

	Total costs
	

	Fixed cost per unit
	

	Labour cost per unit
	

	Maximum material cost per unit
	

	Target cost per kilogram
	


(b)
Complete the following statement:

The trade price per kilogram quoted on the supplier’s price list is £50 per kilogram. The purchasing manager has negotiated a discount of 15%. The discount should be accepted / rejected because the £50 reduces to £_________ which is above / below the Target cost.


(c)
The minimum percentage discount needed to achieve the Target cost is 
Section 2
Task 1

You have been provided with the following operating statement for Golden Grind Limited which produces a ground coffee mix by mixing Arabica and Robusta coffee beans

	Variances
	Favourable
	Adverse

	Direct materials (Arabica) price 
	
	£800

	Direct materials (Arabica) usage
	£2,250
	

	Direct materials (Robusta) price
	£600
	

	Direct materials (Robusta) usage
	
	£1,875


The Coffee Designer has given you the following information about Arabica and Robusta coffee beans:

· Arabica beans are a higher quality and provide a richer flavour.
· Robusta beans are considered lower quality and tend to be bitter in taste. 
· The cost of Arabica beans is set by the market and recently the price has risen sharply due to a poor harvest. The purchaser has to take the price quoted on the market. The quality of the beans was as expected.

· The price of Robusta beans is set by the market and the price has recently fallen due to a good harvest. The purchaser has to take the price quoted on the market. The quality of the beans was as expected.

· A mixing machine broke down resulting in disruption to the process. This led to more Robusta beans being added and less Arabica beans being added to the mix
· 6,000 kilograms of Robusta and 4,000 kilograms of Arabica beans were used to produce 9,500 kilograms of finished product. 500 kilograms were lost due to the machine breakdowns. 
· The breakdown has been blamed on the loss of maintenance personnel due to a lower than market pay rise.

· In order to maintain the quality of the coffee blend, the percentage of Arabica beans should not fall below 50% of the weight of the blend.

Using this information, prepare a report to the Production Director to cover the following:

(a) Provide possible reasons for the Arabica and Robusta variances by considering the following:
· 
Quality of the beans
· 
Machine breakdowns

· 
Mix of beans
(b) Discuss whether the company could have taken any action, and if so, what action could have been taken in respect of the:
· 
Quality of the beans

· 
Machine breakdowns

	To:
Subject:

From:
Date:



	(a) Possible reasons for the variances

· Direct materials (Arabica) price variance

· Direct materials (Arabica) usage variance

· Direct materials (Robusta) price variance

· Direct materials (Robusta) usage variance

(b) Action which could have been taken

· Quality of beans 

· Machines breakdown




Task 2
A division of Alpha Limited is developing a new product and a colleague has prepared forecast information based upon two scenarios. The forecast profit and loss account and balance sheet for both scenarios is shown below.
· Scenario 1 is to set the price at £9 per unit with sales of 120,000 units each year.
· Scenario 2 is to set the price at £6 per unit with sales of 240,000 units each year. 
	Forecast Profit and loss account
	Scenario 1
	Scenario 2

	
	£
	£

	Turnover
	1,080,000
	1,440,000

	Cost of production
	 
	 

	Direct (Raw) Materials
	300,000
	600,000

	Direct Labour
	120,000
	192,000

	Fixed Production overheads
	360,000
	360,000

	Total cost of sales
	780,000
	1,152,000

	Gross profit
	300,000
	288,000

	Selling and distribution costs
	74,000
	122,000

	Administration costs
	50,000
	50,000

	Operating profit
	176,000
	116,000

	
	 
	 

	
	Scenario 1
	Scenario 2

	Gross Profit margin
	27.78%
	20.00%

	Operating profit margin
	16.30%
	8.06%

	Direct Materials as a percentage of turnover
	27.78%
	41.67%

	Direct Materials cost per unit
	£2.50
	£2.50

	Direct labour cost per unit
	£1.00
	£0.80

	Fixed production cost per unit
	£3.00
	£1.50


Draft a report for the Finance Director covering the following: 

(a)
An explanation of why the gross profit margins are different, referring to the following:

· Sales price

· Sales volume

· Materials
· Labour
· Fixed costs

· The dominant factor

(b)
An explanation of why the net profit margins are different.
(c)
A recommendation, with reasons, as to which course of action to take.  
	To:
Subject:

From:
Date:



	(a) Why are the gross profit margins different?
· Sales Price / Sales Volume
· Materials

· Labour

· Fixed costs

· Which is the dominant factor and why?
(b) Why are the net profit margins different?
(c) Recommendation, with reasons, as to which course of action to take.
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