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Question 1  

a) XYZ Ltd is considering purchasing a new machine, and the relevant facts 
concerning two possible choices are as follows: 
  

Machine A Machine B 

Capital expenditure required £65,000 £60,000 

Estimated life in years  4 4 

Residual value  nil nil 

Cash flow after taxation each year £25,000 £24,000 

 

The company’s cost of capital is 10%. 

Required:  

Calculate, for each machine, the payback period and the net present value. 

State, with reasons, which machine you would recommend. 

  (10 marks)  

Question 1 (b) 
Ecolight Ltd, a manufacturer of energy-efficient LED lighting systems, is considering 

investing in a new automated production line to reduce labour costs and increase 

output. The company’s financial controller has estimated the following net cash flows 

(after tax) for Project Zeta: 

 

 
 
 
 
 
 
 

 
 

 
The company’s cost of capital is 10%, and at this rate the NPV of Project Zeta 
£54,200. 
 
 

Question 1 continues over the page 
Please turn the page 

 
 

Year Net Cash Flow (£000) 

0 (500) 

1 120 

2 160 

3 180 

4 150 

5 130 
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Question 1 continued.. 
 
Required:  

I. Using the trial-and-error method, calculate the Internal Rate of Return 
(IRR) of Project Zeta to one decimal place. 
 

(6 marks)  

II. Discuss two potential limitations of using IRR as the sole investment 
appraisal technique for Project Zeta. 

 
(4 marks) 

 
 

Question 1 (c) 
 
A project involves the immediate purchase of an item of plant costing £110,000. It 
would generate annual cash flows of £24,400 for five years, starting in year 1. The 
plant purchased would have a scrap value of £10,000 in five years, when the project 
terminates. Depreciation is on a straight-line basis.  
 
 
Required:  
Calculate the ARR of the project based on average investment  

      
(5 marks) 

 
 
 
 

(25 marks)  
 
 

End of question 1. 
 

Questions continue over the page 
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Question 2 
 

a) Aults Ltd makes three products, A, B and C, for which unit costs, machine hours 

and selling prices are as follows: 

 Product A Product B Product C 

   £ £  £ 

Machine hours 10 12 14 

Direct materials @ £0.50/kg 7 (14 kg) 6 (12 kg) 5 (10 kg) 

Direct wages @ £7.50/hr 9 (1.2 hrs) 6 (0.8 hrs) 3 (0.4 hrs) 

Variable overheads 3 3 3 

Selling price 25 20 15 

 

Sales demand for the period is limited as follows. 

Product A               4,000  

Product B               6,000  

Product C              6,000 

 

Company policy is to produce a minimum of 1,000 units of Product A.  

The supply of materials in the period is unlimited, but machine hours are limited to 

200,000 and direct labour hours to 5,000. 

Required: 

I. Produce the production levels that should be adopted for the three 

products in order to maximise profitability  

(20 marks)  

II. State the maximum contribution 

 (5 marks)  

(TOTAL 25 MARKS)  

End of question 2 
Questions continue over the page 

Please turn the page 
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Question 3 (a) 
 

ToysRme produces a wide range of toys. Recently, it has developed a new 

product and the directors of the company are now considering whether this 

product should be put into production. 

 

 The following information has been produced to help evaluate the commercial 

 viability of the new product. 

 

• The cost of developing the new product was £130,000. In addition, market 

research was carried out by a firm of marketing consultants at a cost of £90,000. 

The development costs have all been paid and the market research costs are 

due for payment next month. 

• Labour costs are estimated at £12 per unit of product. If the new product is not 

produced, some existing employees will be made redundant immediately at a 

cost of £50,000 to the company. If, however, the new product is produced, 

these employees will be used to produce the new product and will be made 

redundant at the end of the production period at a cost of £80,000 to the 

company. 

• Total fixed costs apportioned to the new product will be £200,000 per annum of 

which £60,000 per annum is estimated to arise as a direct result of the decision 

to produce the new product. 

 
Required:  

 Discuss whether they are relevant or not to the project evaluation. 

(9 marks)  

 
 
 
 

Question 3 continues over the page 
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Question 3 continued 

b) Zara has 50kg of material P currently held in inventory which was bought five 

years ago for £70. It is no longer used but could be sold for £3 per kg. Zara is 

currently pricing a job which could use 40 kg of Material P.  

 Required: 
 

 What is the relevant cost of P which should be included in the price? 

(4 marks) 

 
 Question 3 (c) 

You are the senior executive of a large manufacturing company, and you’re 
conducting an evaluation of your production managers. The company has 
several production managers, each responsible for a different product line. You 
strongly believe in the principle of controllability and want to ensure fair and 
accurate evaluations. 

 
 
 Required 

 In the context of the production managers, how would you apply the 
principle of controllability to determine which costs should be considered 
when evaluating their performance, and which costs should be excluded 
from their evaluation? Provide specific examples to illustrate your 
approach.  

                            (5 marks) 
 
Question 3 (d) 
Mavern Components Ltd is a diversified manufacturing company with two 

autonomous divisions: 

• Division X produces high-quality metal casings used in industrial 

machinery. 

• Division Y assembles and sells the finished machinery to external 

customers. 

 

Question 3 continues over the page 
Please turn the page 

 



Page 7 of 11 
 
University of Greater Manchester 
Off Campus Division – Western International College, Ras Al Khaimah 
BA (Hons) Accountancy 
Semester 1 Examination 2025/2026 
Management Accounting and Decision Making  
Module No. ACC5002 

 

 

Question 3 (d) continues 

Division Y currently buys casings from external suppliers at £50 each. Division 

X can produce the same casings at a variable cost of £35 and a total cost 

(including fixed overheads) of £45. However, X’s production capacity is limited, 

and it can sell its full output externally for £50 per unit. 

The management of Mavern Components wants to establish a transfer pricing 

policy that encourages goal congruence, fairness between divisions, and 

overall company profitability. 

Required:  

Analyse the key attributes of a good transfer pricing policy and discuss 

the main methods of transfer pricing that Mavern Components Ltd could 

adopt.                                                                            

(7 marks) 
 

(TOTAL 25 MARKS)  
 

Question 4  
 

a) A company has prepared the following standard cost card: 
 

 £ per 
unit  

Materials (4 kg at £4.50 per kg) 18 

Labour (5 hrs at £5 per hr) 25 

Variable overheads (5 hrs at £2 per hr) 10 

Fixed overheads (5 hrs at £3 per hr) 15 

Total  68 

  
 Budgeted selling price £75 per unit. 
 
 
 
 Budgeted production                            8,700 units 
 Budgeted sales                                    8,000 units 
 There is no opening inventory 
 
  

Question 4 continues over the page 
Please turn the page 
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Question 4 (a) continued.. 
 
 
The actual results are as follows: 
 
 Sales:                           8,400 units for £613,200 
 Production:             8,900 units with the following costs: 
 
 
 

Materials (35,464 kg)  £163,455 

Labour (Paid 45,400hrs; 
worked 44,100 hrs)  

£224,515 

Variable overheads £87,348 

Fixed overheads  
 

£134,074 

 

 

Calculate the following variances:  

 

I. Sales price variance  
(1 marks)  

II. Sales volume variance  
(1 marks) 

III. Material price variance  
(2 marks)  

IV. Material usage variance 
(2 marks)  

 
V. Labour rate variance 

(2 marks)  
  
 
 

 
 
 
 
 

Question 4 continues over the page 
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Question 4(a) continues 
 

VI. Labour volume variance  
(2 marks)  

 
VII. Variable overhead expenditure variance  

(3 marks)  
 

VIII. Variable overhead efficiency variance  
(3 marks)  

Question 4 (b)  

NovaTech Ltd is a rapidly growing electronics company that designs and 
manufactures smart home devices. Over the past few years, NovaTech has 
experienced strong sales growth, but also increasing production costs and 
inefficiencies in several departments. 

The Finance Director, Ms. Amina Smith, believes the current budgeting process no 
longer supports the company’s fast-changing environment. Currently, NovaTech uses 
an incremental budgeting approach, where last year’s budget forms the base and 
small adjustments are made each year. 

However, with the launch of new product lines, frequent changes in technology, and 
rising competition, management is questioning whether this method still encourages 
cost control and innovation. 

Ms. Smith has therefore asked you, the Management Accountant, to prepare a report 
for the next management meeting evaluating several alternative approaches to 
budgeting and their suitability for NovaTech Ltd. 

 
As a part of the next management meeting, you have been asked to evaluate 
the following approaches to budgeting: 

 
I. Zero-based budgeting (ZBB) 

(3 marks)  
II. Rolling budgeting  

(3 marks)  
 

III. ABC cost budgeting     
  (3 marks)  

     
(TOTAL 25 MARKS)  

 
END OF QUESTIONS 

PLEASE TURN THE PAGE FOR THE FORMULA SHEETS 
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Formula 
 
Internal Rate or Return (IRR) 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Formula sheet continues over the page 
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Formula Sheet continued 

 
 

END OF FORMULA SHEET 
END OF EXAM 


