University of the South Pacific
Faculty of Business and Economics
School of Accounting and Finance
AF201 - Managerial Accounting

Assignment 1

Weighting:	The total mark for this assignment is 40 and is worth 8% of your total assessment.

Due date:	Friday 4th August 26th at 4.00 PM sharp in 092-001 lecture hall.  ALL ASSIGNMENTS HANDED IN AFTER THIS TIME WILL BE REGARDED AS LATE ASSIGNMENTS. 

Introduction	This assignment will assess your critical thinking, creativity and written communication. As a future management accountant it is essential to think critically, creatively and communicate effectively to avoid losing any valuable opportunities to create value for shareholders and customers.
	
	Furthermore, this assignment addresses learning objectives (2) of the course as depicted on the course outline. 

	Refer to the marking criteria when answering the assignment question.



Instructions:	1. 	Your assignment MUST be word processed. Hand written assignments will NOT be accepted.
	2. Please upload the soft copy of the assignment via turn-it-in prior to submitting the hard copy. 
	3. Chapter References: Chapter 8 of the textbook
	4. Ensure that your name, ID No., tutor's name and tutorial day and time are stated clearly on the cover page, which can be downloaded from AF201 moodle page.
	5. A penalty of 10% will be deducted each day or part thereof that the assignment is late.
[bookmark: _GoBack]	6. Plagiarized assignment will be awarded a Zero (0) mark.





The management of Pacific Wellness Centre, a health food company, recently wants to analyze the cost of two of its famous customized products. The customization is not so much on the content but rather on the packaging as some of the firms wants their firm’s logo on the package. In analyzing these products, the management accountant has identified the following data for a typical month in a year. 

	Activity/Resources
	Cost-Driver Base
	Activity Cost in a Typical Month
	Activity Volume in a Typical Month

	1. Unit level
1.1 Acquired and use material for Fruity Bar
	Number of units produced
	$60,000
	1,000,000 units

	1.2 Acquired and use direct labor for Fruity Bar
	Number of direct-labor hours worked
	20,000
	2,000 direct labor hours

	1.3 Acquire and use material for Energy Bar
	Number of units produced
	80,000
	800,000 units

	1.4 Acquire and use direct labor for Energy Bar
	Number of direct-labor hours worked
	30,000
	2,000 direct labor hours

	2. Batch Level
2.1
	Number of batches
	30,000
	100 batches

	3. Product Level
3.1 Provide product-level advertising
	Number of promotions
	100,000
	100 promotions

	3.2 Provide product-level records
	Number of products
	20,000
	2 products

	4. Customer Level
4.1 Take customer product orders
	Number of customer orders
	40,000
	2,000 customer orders

	4.2 Deal with customer complaints
	Number of complaints
	20,000
	1,000 complaints

	5. Facility Level
5.1 Supervise direct labor
	Amount of direct-labor costs
	10,000
	$50,000 for activities 1.2 and 1.4 (supervision costs = 20% of direct labor costs.)

	5.2 Use main building
	Number of square feet
	40,000
	10,000 square feet



Recently, the company’s management team attended a presentation on Activity Based costing system and wants to compute the total cost and unit cost of two of its major customized products that has the following activities in the month of August:
	
	Fruity Bar
	Energy Bar

	1.1 and 1.3 Material
	800,000 units
	900,000 units

	1.2 and 1.4 Direct labor
	1,600 hours
	2,100 hours

	2.1 Quality control – batches
	50 batches
	40 batches

	3.1 Advertising projects – promotions
	50 promotions
	40 promotions

	3.2 Products recorded
	1 product
	1 product

	4.1 Customer orders
	800 customer orders
	900 customer orders

	4.2 Customer complaints
	600 complaints
	300 complaints

	5.1 Direct-labor supervision
	$16,000
	$31,500

	5.2 Main building use
	6,000 sq. ft.
	3,000 sq. ft.





Required
1. Use ABC to compute the total cost and unit cost of each of the two products given the activity level for the month of August. [Show ALL relevant calculations – use appropriate tables to present your solutions]		(20 marks)

2. Assume that the company’s traditional costing system had assigned overhead costs at a rate of $0.10 per unit of output plus $20.00 per direct labour hour. Overhead costs are the sum of the batch-level, product-level, customer -level, and facility-level costs.  Using this traditional costing approach, compute the cost for each product (including material and direct-labor costs) given the activity level for the month of August. Compute both the total cost and unit cost for each product for the month of August. [Show ALL relevant calculations – use appropriate tables to present your solutions]			(10 marks)

3. Do the units costs of the two products computed under ABC and traditional costing systems differ significantly? If so, what causes the differences?
(5 marks)

4. You have just discovered that the product manager of Fruity Bar has been less than honest in reporting the number of direct-labor hours used. In checking the payroll records, you discover that 2,000 direct-labor hours ($20,000 direct-labor costs) actually were used in August to produce Fruity Bar, not 1,600 hours as the product manager reported. Why might the product manager of Fruity Bar have understated the number of direct-labor hours used to produce it? (Assume traditional costing is used).	       					(5 marks)






















Marking Criteria

	Requirements
	Sections
	Mark allocation

	1
	Correct rates used in allocating costs to the products
	5.5

	
	Correct cost allocated; correct total cost and correct unit cost to Fruity bar
	5.5

	
	Correct cost allocated; correct total cost and correct unit cost to Energy bar
	5.5

	
	Presentation of answers
	3.5

	
	TOTAL MARKS
	20

	
	
	

	2
	Correct total and unit cost of Fruity bar
	5

	
	Correct total and unit cost of Fruity bar
	5

	
	TOTAL MARKS
	10

	
	
	

	3
	Correct comparison of costs of Fruity bar and Energy bar under traditional and ABC
	2

	
	Correct cause of the difference
	3

	
	TOTAL MARKS
	5

	
	
	

	4
	General reasoning of resource understatement in relation to production
	2

	
	Specific reasoning of resource understatement in relation to Fruity bar
	3

	
	TOTAL MARKS
	5
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