Relevant Cost and Revenue
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At the end of manufacturing in Process I, product K can be sold for £10 per liter. Alternatively product K could be further processed into product KK in Process II at an additional cost of £1 per liter input into this process. Process II is an existing process with spare capacity in which a loss of 10% of the input volume occurs. At the end of the further processing, product KK could be sold for £12 per liter.

Which of the following statements is correct in respect of 9,000 liters of product K?

A Further processing into product KK would increase profits by £9,000.

B Further processing into product KK would increase profits by £8,100.

C Further processing into product KK would decrease profits by £900.

D Further processing into product KK would decrease profits by £1,800.

Equipment owned by a company has a net book value of £1,800 and has been idle for some months. It could now be used on a six months contract which is being considered. If not used on this contract, the equipment would be sold now for a net amount of £2,000. After use on the contract, the equipment would have no saleable value and would be dismantled. The cost of dismantling and disposing of it would be £800.

What is the total relevant cost of the equipment to the contract?

A £1,200

B £1,800

C £2,000

D £2,800

A contract is under consideration which requires 800 labour hours to complete. There are 450 hours of spare Labour capacity for which the workers are still being paid the normal rate of pay. The remaining hours required for the contract can be found either by overtime working paid at 50% above the normal rate of pay or by diverting labour from the manufacture of product OT. If the contract is undertaken and labour is diverted, then sales of product OT will be lost. Product OT takes seven labour hours per unit to manufacture and makes a contribution of £14 per unit. The normal rate of pay for labour is £8 per hour.

What is the total relevant labour cost to the contract?

A £3,500

B £4,200

C £4,500

D £4,900
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