
 

Jola Publishing Co (ACCA Jun 2008)

a.)

Step 1 - Find OAR

OAR = $2,880,000/120,000MH

= 24 per MH

Step 2

CB TJ

Paper 0.8                 (0.4 x $2) 0.1                  (0.1 x $1)

Printing ink 1.5                 (0.05 x $30) 4.5                  (0.15 x $30)

Machine cost 1.2                 (6/60 x $12) 2.0                  (10/60 x $12)

Overheads 2.4                 (6/60 x $24) 4.0                  (10/60 x $24)

5.9                 10.6                

SP 9.3                 14.0                

Profit 3.4                 3.4                  

b.)

Step 1 - Find the cost per driver

Activity $ Cost driver Cost per driver ($)

Property cost 2,160,000   MH 120,000            18               per MH

QC 668,000       No of inspection (180 + 20) 200                     3,340         per inspec.

Prod set up 52,000         No of prod run (4 + 12) 16                       3,250         per prod run

Step 2

Units produced CB TJ

1,000,000            120,000         

Activity/overheads

Property cost 1,800,000            360,000         

QC 601,200                66,800           

Prod set up 13,000                  39,000           

2,414,200            465,800         

Overhead p.u. 2.41                       3.88                

Step 3

CB TJ

Paper 0.80              0.10                

Printing ink 1.50              4.50                

Machine cost 1.20              2.00                

Overheads 2.41              3.88                

Cost p.u. 5.91              10.48              

SP 9.30              14.00              

Profit 3.39              3.52                

Comment

1 Under traditional

- Allocation of overheads is 100% based on volume-based allocation such as MH

2 Under ABC

- Allocation of overheads is still 75% based on volume-based allocation and 

only 25% based on non-volume based allocation



 

Q1 (ACCA Sep 2016)

B

Q2 (ACCA Dec 2016)

$71.43

Q3 (ACCA Jun 2019)

Answer is D $0.19



 

Cooper

Under Conventional Costing

Step 1

could be MH or LH in this question

= $70 per LH

Step 2

W X Y Z

DM 20                  80             20               80                  

DL 5                    15             5                 15                  

Overhead 70                  210           70               210               

Cost p.u. 95                  305           95               305               

Under ABC

Step 1

Activity $ Cost driver Usage

∙ Short run variable cost 3,080       Machine hour 440               $7 per MH

∙ Set-up cost 10,920     Production run 14                  $780 per run

∙ Expediting & Scheduling 9,100       Production run 14                  $650 per run

∙ Mat. Handling 7,700       Production run 14                  $550 per run

30,800     

Step 2

W X Y Z

Units produced 10 10 100 100

Activity cost

Short-run variable cost 70             210             700               2,100            (300 X $7)

Set-up 1,560       1,560         3,900            3,900            

Expediting & Scheduling 1,300       1,300         3,250            3,250            

Mat. Handling (2 x $550) 1,100       1,100         2,750            2,750            (5 x $550)

4,030       4,170         10,600         12,000         

Overhead p.u 403           417             106               120               

Step 3

W X Y Z

DM 20             80               20                  80                  

DL 5                15               5                    15                  

Overhead 403           417             106               120               

Cost p.u. 428           512             131               215               

OAR =
$30,800

440 LH

Cost per driver 



 

b.)

W Z

Based on traditional method, Based on traditional method,

the cost of product W the cost of product Z

will be understated will be overstated

Low volume product & High volume product & 

Smaller-sized product Larger-sized product

Comment:

a The figures suggest that the traditional volume-based absorption costing system is flawed,

because the low-volume products W and X are not being charged with a "fair share" of 

the costs of overhead support activities.

b Traditional absorption costing may be unsatisfactory for two main reasons:-

1 It underallocates overhead costs to low-volume products (W & X) &

over-allocates overheads to higher-volume products (Z in particular).

2 It underallocates overheads costs to smaller-sized products 

(W & Y with just one hour of work needed p.u.) &

over allocates to larger-sized products (here X and particularly Z).

c ABC addresses these problems and produces a more "realistic" or "satisfactory" cost.



 

L & M

a) Traditional

(5000 x 1 hr) + (7000 x 2hrs)

L M

Ō p.u $15 $30

b) ABC

Step 1

Activity $ Cost driver Usage Cost per driver

Machine act 220,000     Machine hour 22,000            $10 per MH

Prod. run set-up 20,000        set-up 50                    $400 per set-up

Handling order 45,000        No of order 75                    $600 per order

285,000     

Step 2

L M

Units produced 5000 7000

Activity cost / Overhead

Machine act 150,000     (15000 x $10) 70,000            (7000 x $10)

Prod. run set-up 4,000          (10 x $400) 16,000            (40 x $400)

Handling order 9,000          (15 x $600) 36,000            (60 x $600)

163,000     122,000          

Overhead p.u 32.60          17.43              

Comment:

1 These figures suggest that product M absorbs an unrealistic amount of 

of overhead using a direct LH basis. 

2  Overhead absorption should be based on the activities which drive the costs, 

 in this case machine hours, the number of prod.run set-ups and 

 the number of orders handled for each product.

OAR =
$285,000

19,000 LH

= $15 per LH



 

Southcott

a) Overhead costs per course using Traditional method

= = $803.29 per course day

Working:

Auditing Taxation Total

No of courses sold 50              30           

Duration of course (days) 2                 3              

No of course days 100            90           190         

Answer:-

Overhead cost per course

Auditing $803.29 x 2 days = $1606.58

Taxation $803.29 x 3 days = $2409.87

b) Overhead costs per course using ABC

Step 1

Actitvity $ Cost driver Cost per driver ($)

Centre hire 62,500      No of course day 190         328.95        

Enquiries administration 27,125      No of enquiries 10,850   2.50            

Brochures 63,000      No of brochures 21,000   3.00            

152,625   

Step 2

Auditing Taxation

No of course 50              30

Overhead $ $

Centre hire 32,895      29,605         

Enquiries admin 21,875      5,250            

Brochures 45,000      18,000         

99,770      52,855         

Overhead per course 1,995        1,762            

Workings

1 No of course day = (50 x 2) + (30 x 3) = 190 days

2 No of enquiries = (50 x 175) + (30 x 70) = 10850

3 No of brochures = (50 x 300) + (30 x 200) = 21000

190

No of course day

Overhead
Overhead cost per course day (OAR) =

152625
=



 



 



 



 



 


