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Note: answer four questions

Q1 / A-What are the elements of costs, explain in details
B- How could you improve the productivity, explain factors?

(25)

Q2 a contractor has two choices to buy two machines, if the interest rate was
12% which one he will choose? use the net present value(NPV) analysis

. 'Machine1 Machine 2 _

| Initial cost 20000 25000

l Maintenance cost 20008/ year - 15008/year

' Useful life ) 5 10

Salvage value - 120008 140008
| Revenue  45008/year  35008/year
' N (25)
Q3 / A company have the following details:
Fixed cost = $ 4,000,000
Variable cost per unit=$ 150
Selling price per unit =$ 250,
Find
(a) The break-even sales quantity,
(b) The break-even sales
If the actual production quantity is 60,000, find
(i) Contribution; and
(ii)) Margin of safety by all methods.
(25)

Q4/ A machine has the information shown in the table, calculate the internal rate of
return (IRR), it is expected to be between 10 % and 6%

| Useful life _ | 20 years ]
Purchase price - - 16 million § ]
' Saivage value _ _ 3 miilion § _ |
. Maintenance cost 0.4 millions$ / year |
| Revenue - 2.2 million$ / year ___j
' Tirescost | 2 million $ replaced every 8 years |
(25)
Q5 /a- what are the stages of product life cycle explain?
b- When preparing feasibility study a market study should be done, explain?

(25)

Best wishes ...
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Ql A
Cost can be broadly classified into variable cost and overhead cost Variable cost
varies with the volume of production while overhead cost is fixed, irrespective of
the production volume.




Variable cost can be further classified into direct material cost. direct labor cost.
and direct expenses.

: "_Wriqble cost | overhead cost

S Lo : i

The overhead cost can be classified into factory overhead. administration
overhead, selling overhead, and distribution overhead.

Direct material costs are those costs of materials that are used to produce the
product.

Direct labour cost is the amount of wages paid to the direct labour involved in the
production activities.

Direct expenses are those expenses that vary in relation to the production volume.
other than the direct material costs and direct labour costs.

Overhead cost is the aggregate of indirect material costs, indirect labour costs and
indirect expenses.

Administration overhead includes all the costs that are incurred in administering
the business.

Selling overhead is the total expense that is incurred in the promotional activities
and the expenses relating to sales force.

Distribution overhead is the tota] cost of shipping the items from the factory site
to the customer sites.

The selling price of a product is derived as shown below:

Prime cost = Direct material costs + Direct labour costs + Direct expenses
Factory cost = Prime cost + Factory overhead

Costs of production = Factory cost + Office and administrative overhead
Cost of sales = Cost of goods sold + Selling and distribution overhead
Cost of sales + Profit = Sales

Selling price per unit = Sales/Quantity sold

™R ae g
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98 Product planning
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Figure 4.7 Lifecycle of a product.
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Figure 4.8 Life-cycle of a product.

life-cycles of months or even weeks: consumer durables like washing machin
have life-cycles of five or 10 years; some basic commodities like soap and cofi
remain in the mature stage for decades. Unfortunately, there are no re
guidelines about the length of a life-cycle. Some products have an unexpectes
short life, while others stay at the mature stage for a very long time. Sor
products, like full cream milk and beer have been at the mature stage for a lo:
time, and are now in a decline.

Organizations can take several years to develop a new product.
they must start planning well before the new product is actually needed.
practice, most organizations keep a range of products at different stag
in their life-cycles. This gives long-term stability, with new products bei:
phased-in while older ones are declining and being withdrawn. As a resu
cverall production is smoothed rather than having wide fluctvations, as shos
in Figure 4.9.




~ (4)  Decline Sales fall as customers start buying Dew, alternative products

that become avmlmaﬁihmple, beef, suntan Iotion, marathon runs).
—_— "_“_____“‘—-—-__-___‘_____
~ (5)  Withdrawal Demand declines to the point where jt is ) no longer worth

We can illustrate this life-cycle by looking at related preducts that are
at different stages (see Figure 4.8). There are, for example, several different
kinds of printer for personal computers. Some of these are fairly new, such as
colour laser. printers which are at the introductory stage; ordinary laser
printers have become established and as their price falls they are moving
through a growth stage; ink jet printers are moving into the maturity stage;




